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PUTING AND ALL THINGS DIGITAL. BUT THERE IS A SIDE OF IBM YOU T 
THAT IS A RESOURCE FOR BUSINESS INSIGHT, INDUSTRY EXPERTISE 
ERENT KIND OF BUSINESS INNOVATION. 





I.E ABOUT THE OTHER IBM 


's a side to IBM called IBM Business Consulting. It's the Other 
hat partners with its clients to create value for their customers, When bureaucracy and complexity disap 
Lolders and employees. Here's an organisation that combines an soars. IBM saa Consulting helps you : 
|dinary level of experience, intellectual capital, innovation and 
konal expertise to solve contemporary business problems and 
storm critical business processes. 






























te Other IBM is a strategic resource of unique depth and scale. 
For each engagement, whatever its scale, IBM Business Consulting 

d mobilises the right resources from its global network. A culture of 

~ thought leadership that delivers competitive advantage for the success 
of your business. 



















So, what are your most pressing issues? Are you worried about 
strategy and change in your industry? Do you need a new point of 
view? The Other IBM comes to your rescue. 


"If vou were a CEO with a seemingly impos 
challenge," wrote Chief Executive magazine 
the world's best scientists solving it? And 


HANGE IS. A BEAST. ARE You READY FOR mc ~~ c their salaries, just rent their minds? That's 





BM Business Consulting can help you identify non-traditional THE OTHER IBM IS READY TO HELP YOU. 
competitors and understand which parts of your business need IBM Business Consulting is a unique partn 
differentiation, how to allocate resources, and how to align business new ways to help clients identify, create an 
and 1T strategies. Our approach begins with industry points 
experience working in multiple industries. 
eroe then develop strategic road maps of how t 
IBM Business Consulting combines an extraordinary level of experience, the ability to design, manage and operate th 
intellectual capital, innovation and operational expertise to solve than anyone else. Most importantly, IBM is 
contemporary business problems. results based on tangible business perform, 











E. = pots INNOVATION HAVE TO BE AN ELUSIVE OUEST? - E 


E- sas 





businessconsuting@in, ibm. A 
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Mecha ran ^ ea deve Rei ner mg PM a i Ae m oir pmo png ey y Ree Pen Wr er dina paraje Sa tA Nn a 


They say fear serves a useful purpose. It keeps you from attempting anything stupid. Like trying to set up an 


IT company back in 1976. When the industry didn't exist and India’s economy was completely closed to the outside 
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dig bow 


To find out more, e-mail us at corpcomm@heltech.com, ; T" 





25,000 PROFESSIONALS IN 15 COUNTRIES 
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samsung recommends 
it’ Windows XP Professional. 
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Samsung Smart Functions for Smart Computing: Network Manager  SmartScreen Digital Convergence - 
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iU s time to act. Choose your Samsung NotePC. 





POE SNE POSSE NETS Sere a a ac A E Una cas aad alae ed 
P28 (P Series) | X05 (X Series} i 
i * intel” Celeron" M Processor 1.6GHz (MB) i * intel” Centrino" Mobile Technology 1.50 Hz (MB) ; 
* Microsoft" Windows” XP Home i * Microsoft" Windows" XP Professional i 
: * (15°) 38.1 oms/256MDB/40GB/Cormbo Drive i * (14.1) 35.8 oms/2SBMB/ AGB Combo Drive 

i * 3 yr Warrantyci 5 hes of battery ie | * 3 yt Warranty 5 hrs of battery Be ; 
i * Wa arly 2.?7kq | * e aniy ini. ; 
eene PED TONES NEGET tien hain adi spe Bn SOE EE a as i ee i EO EE PUERO E ETE REDENE PEES DEEA E 
; Starting at Rs. 62,990” | Starting at Rs. 65, 990° 


Free Allen Cooper Carry Case Free Allen Cooper Carry Due 


Choose from a range of 10 stunning NotePCs. 


For more details call 1600-114433 or write to: notepc.siel(?samsung.cor. intel, intei Centrino, ise! Inside, the intel Centrino logo. The Intel Inside foo and my 
tegistered trademarks of intel Corporation or iis subsidianes in the United States and other Countries. Microsoft and Windows ara remistered trademarks of Mineo Corpor 
eher counties. Ad other trademarks are used for enGicalion purposes only and belong to fheir respective owners. Featums may vary kom model to model. S Taxes. Ocirot ie 
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| . e lack of innovation in India | 


Story of middle rung IT 






Was an apt addition to the 


players falling behind. The 
Indian IT industry is too 
busy milking BPO to be 
bothered with R&D efforts. We are still acting like 
followers, and not leaders. This has to change. 


Vishweshwar Hegde, via email 
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POLARIS RESPONDS _ and Plenum. Such partnerships may 
‘Citigroup IT business comes full circle’ | include pure relationship and/or 

(BW, 27 June) is speculative and will equity participation. It is part of our 
cause undue confusion among our strategy to work with partners who 
employees, customers and investors. may or may not be investors. The 

Two major points need to be clarified. article misinterprets the nature of these 

First, the article mentions that | partnerships and possible investments. 
Polaris is a subsidiary of Citigroup and | Vijay Menon, V-P corporate 
that Citigroup holds 54 per cent of our | communications, Polaris Software Lab 
equity. The inference is that Polaris has 
no independent management control 
Over its actions. 

The reality is, as our shareholding 
pattern filed with the stock exchanges 
shows, as on 31 March 2005, OrbiTech | OrbiTech, holds a 23.03 per cent stake 
holds 20.59 per cent and Citibank NA in Polaris and OrbiTech holds a 20.59 
(as a nominee of OrbiTech) holds 23.03 | percent stake, as per the shareholding 
per cent of our equity. Further, we have ' pattern filed by Polaris with stock 
clarified in the FAQ section of our | exchanges as on 31 March 2005. We 
annual reports that Citigroup, through | regretthe error. 

OrbiTech, will hold voting rights onlyto | ^ With regard to Polaris Software's 
the extent of 29.99 per cent in Polaris. | assertion that Mr Arun Jain has been 
Citibank is and will continue tobe our | misquoted as saying that the company 
partner in success. However, _ is looking for a strategic investor, the 
management control at Polaris rests | following is a transcript of Mr Jain's ex- 
firmly with Polaris management. | act words as recorded during the inter- 

Second, the article mentions that view on 23 May 2005: "We're looking for 
Arun Jain, CEO of Polaris, has already a strategic investor who will contribute 
started looking for a strategic investor. more than Citibank. Citi is agreeable to 

The reality is that this has already bring down its stake. We haven't found 
been denied, in writing, to you and to one as yet who can contribute to our 
the stock exchanges. During the course | growth strategy. We're not in a hurry 
of an interview on 23 May, what Arun | right now, and Citibank is not in a hur- 
Jain had indicated was that if at some ry to sell. We dont want another finan- 
point in the futureotherinvestorsare | cial investor. A strategic investor could ` 
interested in taking a stake in Polaris, | open up new markets, we can expedite 
Citigroup — like any other investor — the distribution of our products.” 
may consider reducing their holding. A copy of the recorded convers- 

In the product business, it is com- ation is available with BW. 
mon to work with alliances and partn- | 
erships. These partnerships may befor | | 
market access, supply chains, etc. We | 


i 
į 


are working with partners such as CTG | 11... e e 


BW replies: 

Citigroup's stake in Polaris Software 
Lab was incorrectly stated as 54 per 
cent. Citibank NA, as a nominee of 
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t more freedom with Nokia Wireless Headsets. oe : 


i up to a world without wires. A world where you can answer and make calls at the simple touch of a button. A world where (v jo«V 
-an talk in comfort and ease, with style and control. Simply connect your compatible phone with Bluetooth* wireless technology \ : d 
he Nokia wireless headset, and you'll be ready to enjoy the freedom of true mobile communication. u— 

PED 

$3 Bluetooth 


fications are subject to change without notice. Enhancements may vary by market. Please check with your local authorised 


sr. * Bluetooth is a registered trademark of Bluetooth SIG, inc. 
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arranty is applicable only for p 
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ee. Aarne incict an nriainal Nokia India Warranty to safeguard against buying used, refurbished or tampered phones and enhancements. Nokia India W 


this issue 


COVER STORY il 


The Future 
Of Banking 


The Indian banking system has proven its re- 
silience time and again. But there are a few 
questions that beg to be answered. For exam- 
ple, has the time come to speed up the re- 
forms process? Are Indian banks ready to take 
on global competition? Are bankers playing 
too safe... 


26| The Battle For Reforms 
30| India vs China 

32) The Lazy Indian Bankers 
34| Bankers & Farmers 

421 The Road To 2009 


The Soaring Market 


Indias stockmarkets gave a standing 
ovation to the Reliance settlement 
deal, with the Sensex breaching the 
7,100 mark. But a few analysts are 
now turning bearish. 


« BSE: Will the euphoria continue. or 
IS it just downwards from here? 





POSCO The long-awaited deal has been finally inked, 
paving way for India’s single largest FDI. 


CECA The Cabinet has cleared the bilateral trade pact 
with Singapore, but it runs contrary to Indian banking rules. 


NTC Land Sell-off Will DLF's aggressive bid for 


Mumbai's mill land push up property prices in the region? 


BUSINESSWORLD 








The Great Divide 
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^ Mukesh & Anil: Months to go before they wrap it up 


Indias largest corporate empire has finally been carved 
up. On the face of it, younger brother Anil has gota 
smaller share. A close look at how the deal was finally 
struck and what is likely to happen now. 
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IN DEPTH 


so| Ihe Damodaran Q&A 


The new Sebi chairman knows 
the mutual fund industry inside 
out. And he has some clear ideas 
about the industry practices he 
would like to change during his 
term as the regulator, to make 
things easier for retail investors. 


54) Pharma Indian pharma companies are facing an up- 
hill battle trying to establish their brands in the US. Part of the 


“If we find persistent miscon- 


duct, we'll come down with a 
heavy hand." M. Damodaran 


reason is they are making some classic marketing mistakes. 


72| Bookmark A book about how to avoid being the 


victim of an international mob of customer thieves, namely, 
your competitors. Also, how to buy real estate in Manhattan. 





THAT'S IT 


60! Mala Bhargava Inside the magic of 
the Skype software that allows Internet users to 
make free and low-cost calls. 





COMMENT 


22: Omkar Goswami will the yuan 
appreciate by 7.5 per cent or 15 per cent? That 
is the billion-dollar question. 


6| FEEDBACK 
63! CASE STUDY 
76! BW OPINION 


Cover Design: Jyoti Thapa Mani 


A Wavelength: The discovery of an Earth-like planet , 
only 15 light years away from our solar system, will 
give a fillip to the search for another habitable planet. 


Pharma Capsule: Your fortnightly update of all the 


action in the pharmaceuticals sector. 


A What’ an injured Sachin Tendukar doing in a football 
field? Inside JWT's new malted beverage ad campaign. 


Log on to www.businessworldindia.com 





_ Mukesh will have to find new avenues for grov 





| Anil has shown a remarkable abi 


| business yet. The battle 
| between them has kicked up 
_ issues that need addressing. 
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Divide and Prosper 


ROTHERS Mukesh and Anil Ambani h 
their own empires out of the Reliane 
are ready to move on, leaving the bit 
behind. There's even a delicious syn 
way the division has been worked 















































Anil has walked away with telecom and pow 
to figure out where to get the money to f 
that Mukesh has walked away wit 
businesses. Both will be handling 


Mukesh has conceived new proj 


I wish I could stop here and just 
best, but there's unfinished 


Indias largest private sector 
group, it has become clear, has 
been run in a manner that 
violates any definition of good 
corporate governance. Boards 
that are made up of rubber- 
stamp directors, business 
decisions that show disrespect 
| for the spirit of the law... the list 
is as long as it is unedifying. 


TUE nhu uei^aai- 


"E ELEM 


The leaders of the two new Ambani group 
others that there is a new beginning aheac 
already know this — Anil, for example, has 
by offering to buy shares of his companies 
| All his life, as he built an empire, Dhirubha 
| battle allegations of one kind or another. Bi 
| plausible defence — that he was building a} 
| business during the control raj. His inheritoi 
| luxury. Which is why, while I wish them all th 


| hope they will show corporate India a new we 


Senior assistant editor T. Surendar wrote the s 
on the Ambanis this issue. Deputy editor Nira 
Rajadhyaksha put together the Banking Survey, 
story this issue. That's on page 25. 


| TONY JOSEPH, EDITOR 
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BEARS SAY 


9 

historic peak of 11.5 
E 
4 
` -to 11% in FYO5 


| SAY 


STOCKMARKETS 


the bears stand up? 


Market P-E of 13 times forward earnings is higher than its 


Equity valuations higher by 17-22% 
Earnings growth expected to slaw down from 28% in FYO4 


1 will keep up the momentum 

ories still can be found across market caps 
retail interest is likely to increase and could 
momentum going... 







































on Dalal 
has soared 
st time. The 
nt, which the 
o days before 
ent, is of course 
his surge. Re- | 
Ps 11 per cent of | 
ing more than 2 | 


hpproved the Com- 
Economic Coopera- 
ent (CECA) with Sin- 
ne, a step towards 

ties with South-east 

A would bring immedi- 
Singapore, the impact 
in some areas. 

1g. CECA allows three 

ks — DBS Holdings, 

ese Banking Corporation 
erseas Bank — to set up 
subsidiaries in India to in- 
nvestment here. But this 
keeping with the the way 
Bank of India (RBI) has 

5 industry's progress. 

ich is being pushed by 

5 minister Kamal Nath, is ex- 
give India a bigger presence 
hl trade. Singapore is an im- 
trading partner for India with bi- 
rade at $6.4 billion (2004-05), 
er cent of India's trade with the 


ation of Southeast Asian Nations | 


Sanjay Sinha, fund manager, UTI 


Mutual Fund, says: "The 7000 level of | 


the Sensex has been catalysed by the 
participation of certain heavyweights 


like HLL, ONGC and Reliance, which | 
had not been major participants in the | 
rally so far. But the rise of these stocks | 
| that the PE of Indian markets (on future 


was driven by news, rather than liquid- 
ity." That may be true, but the bad news 


| from global crude oil prices, the domes- 





tic oil price hike and the delay in mon- 
soon are largely being ignored. Instead, 
the bulls are having a field day, preach- 
ing that the Sensex still has room for a 
200-250 point rise. Fund managers with 
new equity funds in the pipeline cannot 
give bearish market comments either. 
But discreet and distant voices of bears 
can be heard, if you strain your ears. 

Three foreign brokerage houses — 
JM Morgan Stanley, HSBC and JP Mor- 
gan — estimate that Indian markets are 
overvalued vis-à-vis other emerging 
markets and their fair valuations. In its 
latest outlook on Indian markets, JM 
Morgan Stanley says: "The outlook for 
the next 12-months remains weak dri- 
ven by a feeble macro environment, 
possibility of negative earnings surpris- 
es, rich valuations... Earnings expecta- 
tions are rising despite the drop in 
EBITDA margins, poor earnings quality 
and slower growth recently." Also, oper- 
ating margins are down and more com- 
panies are reporting falling margins. 

A strongly-worded HSBC report, 
Running Ahead Of Fundamentals, says 


earnings) at 13, is much above its aver- 
age of 11.5. The last time it was seen at 





BANKING 


The CECA conundrum 





| (Asean) and about 3.4 per cent of In- 
| dia's total trade. The presence of the 

Singapore banks in India should help 
increase volumes. Bankers in India 
| think that would be unlike other foreign 
| banks in India that have concentrated 
| on the Indian customers. 

CECA, however, appears to run con- 


BUSINESSWORLD 10 4 JULY 2005 


trary to the RBI's two-phase 
roadmap for foreign banks. 
During the first phase, 
March 2005-March 2009, 
foreign banks will be permit- 
ted to set up wholly-owned 
subsidiaries (WOS), or con- 
vert their existing branches 
into a WOS. The WOS will be 
treated on a par with the ex- 
isting branches of foreign 
banks for branch expansion 
with flexibility to go beyond 
the existing WTO commitments. 

The second phase will begin in April 
2009, after the RBI reviews its experi- 


DILEEP PRAKASH 


| ence of the first phase. It is only in this 
phase that WOSs of foreign banks 
| could be treated like Indian banks, al- 


lowed to dilute their stake and merge 


| or acquire private sector banks in India. 


these levels was in 2000 and before the 
crash of May 2004. If these reports are 
right, the market can fall 17-22 per cent, 
that is back to 6,000 levels. 

Incidentally, foreign investors, after 
showing withdrawal symptoms in April 
and May, have returned with a bang in 
June. They have put in Rs 18,000 crore 
in the year so far, almost half of the in- 
flows during the whole of 2004. 
Foreigners now own almost 74 per cent 
of the shares of MSCI India Index and as 
the foreign holding limits have been 
breached in most of large-caps, there 
are risks that they could stop buying. 
- On the other hand, mid-caps, which 
have so far outperformed their large- 
cap peers, are in a correction mode. 

So what are you to do? Maybe you 
should listen to Mehul Bhatt, analyst, 
ASK Raymond James: “The 7000 level of 
the Sensex by itself does not mean any- 
thing. There are at least five good ideas 
across market caps and sectors, even at 
this stage. However, for the retail 
investor, it's a good idea to enter the 
markets through the mutual fund 
route, and not to jump the gun on the 
back of the euphoria alone.” af 

RACHNA MONGA & GARGI BANERJEE 





But CECA has allowed Singapore 
banks to do this now. According to 
the pact, the three banks are to be 
treated on a par with Indian banks in 
terms of the branches, places of op- 
eration and prudential requirements. 
In turn, Indian banks operating in 
Singapore will have to conform to the 
rules for Singapore banks. 

An RBI spokesperson said CECA 
has just been approved by the Cabi- 
net, and there will be a lot of fine tun- 
ing before it comes into effect. 

Meanwhile, on 17 June, DBS said 
that it will buy a 37.5 per cent stake 
in the Murugappa group's Cholaman- 
dalam Investment and Finance Com- 
pany for Rs 228 crore. Cholaman- 
dalam managing director M. 
Anandan says: "DBS Bank will pick 
up the stake in three stages." The 
Murugappa group, will reduce its 
stake in Cholamandalam to 37.5 per 
cent from 55 per cent now. ul 

GARGI BANERJEE 
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INTERVIEW/TAE HYUN-JEONG, POSCO 


'Mines are our big concern 


Orissa finally signed an MOU (memorandum of understanding) with Korean 

steel giant Posco on 22 June. Now the world’ fifth largest steel company will set 
up a 12-million tonne per annum (mtpa) integrated steel plant in the state by 
2016- -an investment of Rs 52,000 crore ($12 billion). The first phase of the pro- 

ject, cheduled for close in 2010, will see an investment of $3 billion. The project 
puts Orissa right on top asa preferred industrial destination and marks Poscos 
first blast furnace foray outside South Korea. The Posco man in the thick of 
things during the months of hectic talks was the unflappable Tae Hyun-Jeong, 

director of Posco’s India Project. In an exclusive interview with BW's Pallavi Roy, 

a tired but happy Jeong gives details of the project. 


st What is your product mix going to be like for the project? 

In the first phase between 2007 and 2010, we will only produce 3 mtpa of slabs 
which we will send to Korea. In the second phase, we will build hot rolled 
capacity as well as a plate mill for shipbuilding. Depending on the market 
situation, we may put up a cold 
rolling unit. 


s Apart from the principal MoU 
with Orissa, what are the other 
agreements you are likely to sign? 
For supply of finished goods, we 
will initially supply only to our Po- 
hang and Gwangyang works. We 
might even supply slabs to other 
rolling mills in Korea if the price at 
that point of time is good, but we 
have yet to decide on this. On the 
raw material side, we will of course 
need to purchase coking coal and 
for this we will need to talk to BHP 
Billiton or Rio Tinto. But our princi- 
pal concern is the development of 
the iron ore mines. While we have 
expertise in developing deep draft 
ports, we will look for partnerships for operating and maintaining the mines. 
For this we would like to talk to a few Indian companies, especially L&T. 


TRIBHUWAN SHARMA 


& At this juncture how much sales do you foresee, in India and abroad? 

We have already asked our research department in Seoul to look into this, but 
chances are till 2010 we will not supply to the Indian market. But soon India is 
going to need alot of steel for its growth. That is when we will be able to supply 
good steel at low prices. For instance, India is going to need a lot of structural 
steel and we will be well placed to supply that. At some juncture we can even 
collaborate with Indian steel companies to supply to the domestic market. 


s You also have presidents of four of your subsidiaries travelling along with you. 

Which are these subsidiaries? 

The four subsidiary companies of Posco that are part of this delegation are 
here to check out the opportunity for support services for the integrated steel 
plant. Poscon is acompany manufacturing control panels for machines used 
to control furnaces. Posmet is an engineering and machinery company. 
Posac is an architectural consultancy and Posrec is a refractory company. E. 
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GENERICS COMPANIES — 


Challeng ing h 


ing. One such case is 
Pfizers blood pressure 
drug Accupril, a $550-mil- 
lion brand. Pfizer has suc- 
cessfully obtained a court - 
stay against Ranbaxy and - 
Teva for marketing a copy. 
(The case is in appeal) - 
"The. ruling for Pfizer 
may signal that branded 
drug companies are pre- 
paring to mount a tena- 
cious defence for smaller 
drugs as well" writes 
Richard Merli, managing ü 


_ . RECENT patent challenge in 
\ theUSadds to the increasing 
| evidence that copycat drug 
| makers in the world's largest 
harma market are feeling the heat. 
_ Seven generics companies, in- 
luding Indias Dr Reddy's, have 
hallenged patents on Razadyne, a 
:$247-million Alzheimer's disease 
drug in the US. One of the chal- 
lengers, US-based Barr Labs, said 
azadyne's marketer, Johnson & 
^hnson, has sued it in anticipation 
f patent infringement if Barr's 
eneric gets marketing approval. 
tris the first to file an application 
market its copy and is, therefore, 
ntitled to 180 days of market ex- 
usivity if it wins this suit. 

- If Barr loses, the next in line gets 
a shot at the opportunity. But re- 














Challengers: Barr, Mylan, Teva, Dr. Reddy's: Purepac, ; 


Roxane, Mutual | 


| Status: Johnson has sired Barr, launched: an extend- 
ed release version to wean away market share 





search-driven Big Pharma compa- 










makers to court on similar grounds. So 
why is this case any different? 


_ tion among generics makers is ratchet- 


> ing up. Already, there are more firm 


es are routinely dragging generics 


^ One, in this case as many as seven 
«^. companies are challenging patents on 
one drug, and a relatively small brand at 
"that. (Big Pharma's big drugs are worth 
around a billion dollars or more.) So it 


antibiotic ciprofloxacin that lost patent 
protection last year. The US drugs regu- 
lator approved 13 copies on the first day 
itself. As a result, companies appear to 
be clinging to anything that offers even a 
remote chance ofa first mover edge. 
Second, generics companies tend to 
see smaller products as less protected 
by patents than big ones on which the 


these days, even smaller drugs are being | 


editor, KPMG’s dailyana- - 

lytical bulletin Pharmaceutical Insider. 
Regulators are also questioning the 
need to award exclusivity only to the 
first company that challenges a patent. 
This rule has been amended to include 


 anycompany that does so on day one. 


And now innovators launch generics of 
theirown during the 180-day market ex- 


| clusivity, a practice that a US court re- 
fortunes of the innovator may ride. But 


cently held to be legal. Ifthat happens to 
a small drug like Razadyne, the market 








-. ready to launch copies on day one of 
patent expiry now than before, The oft- 
i quoted example is of Bayer's $1-billion 


stoutly defended by Big Pharma, which 
has struggled to find new drugs to re- 
place those on which patents are expir- 


could eventually become as commodi- 
tised as any other. ": E S 


| 
| 
i 
| 
| 
| 
| 
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GAURI KAMATH 
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AVIATION. 


| Contre for Asia-Pacific Aviation 







(2 that private carriers Hiéedad to fly for [ requi 

albeit | fiveyearsinthe domestic skies before | lice 
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ights ofthe, event. MEE iud 
: | | NEW AVIATION POLI Y 
OREIGN AIRLINE INVESTMENT ; 





 Thenewcivil aviation policy shall be | : : g a oe 





oreign airlines may be allowed to in- | placed before the Cabinet by July 
vestin domestic carriers. The govern-: | 2005. Theaviation ministry has 
; . menthas so far restricted the former |. sought a review ofthe withholding 
— . -ffrom investing in domesticcarriersto | - tax on aircraft leases. 
y insulate the latter from competition. 


MUMBAI'S NEW AIRPORT 


fe WALK BEFORE YOU RUN 
. Theeligibility for flying abroad shall 
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Today a step. Tomorrow the world. A 


‘When you have a passion for success, things fall in place all by themselves. NOKIA 
And when you have a phone that stands by you, the ride gets even smoother. 6020 


etooth eEMall 
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You vs them. 


anywhere with multiplayer 


gaming on your Nokia N-gage phone with 
Hutch GPRS. Take on millions of players around 
the world, on a wide range of games you like. 
all you need is a Nokia 
N-Gage phone with a gaming card of your 
choice. Take your pick from the many N-Gage 


Hutchison Essar 





only with Hutch on your Nokia N-Gage. 


gaming cards, available at Nokia priority 
dealers. Then activate your Hutch GPRS, log on 
to the N-Gage Arena and begin playing with as 
many players as you like. 

For more details on monthly rentals and 
usage charges on HutchWorld, visit us at 
www.hutch.co.in To subscribe, just send 


HW as an SMS to 123. Gujarat postpaid 
subscribers send HW A as an SMS to 123 
and prepaid subscribers send HW A as an 
SMS to 144. So if you're ready to lay down 
the challenge, just get your Nokia N-Gage 
along with a HutchWorld connection and 
qet plauina. 


www.foKia.co in 





« N-GAGE 


NOKIA 
The gamer’s phone 
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NTC MILL LAND SALE 


HE Delhi-based DLF group | 


has surprised everybody witha | 
winning bid of Rs 702 crore for | 

18 acres of mill-land in Mum- | 

bais midtown area being sold by the | 
lossmaking National Textile Corpora- | 
tion (NTC). The second highest bid was | 
Rs 80 crore less, while the rest were | 


bunched around Rs 550 crore. 


consultants C olliers International, says: 


erty in Mumbai for the last 18 months. 


DLE however, doesn't think it has - 
paid too high a price. "Such a large piece : 
of land in a densely populated city like | 
Mumbai makes the textile mill land | 
unique,” says Ajay Khanna, executive | 
director, DLF Retail Developers. The | 


group plans to build a 1.5 million sq ft. 


restaurants and family entertainment 
centres. The size of the plot will allow it 
to leave 8-10 acres open for entertain- 
ment activities and infrastructure like 


car parks. A proposal to build a hotel is | 


also being considered. Property consul- 
tants estimate the total cost would be 


MATRIX 
Greater grip 
on generics 


YDERABAD-based 

Matrix Laboratories 

has acquired con- 
trolling stake in Docpharma, 
a Belgium-based company 
with strong marketing oper- 
ations in pharmaceuticals 
and medical devices in major markets 
of Europe. After the consolidation that 
has happened over the past two years, 
Docpharma is the largest independent 
generics company in Europe. 

At $263 million, it’s the largest ac- 

quisition by an Indian pharmaceutical 
company. Matrix has taken 22 per cent 
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ark deal 


close to Rs 9,500 per sq. ft for the devel- . 
| oper. That would be as high as that 
around Nariman Point, the country's 
most expensive property belt. 

Market watchers say this deal may 
have a cascading effect with landlords 
demanding higher prices in other parts 
of the city. "Such an artificial price rise is 


. | disastrous for the middle-class and 
Akshaya Kumar, CEO of real estate 


there is an air of negativism-since most 


| people will not have affordable housing 
"DLFS aggressive bid shows that they | 
wanted the site at any cost and were | 
willing to pay a premium for it." The | 
company had been scouting for prop- | 


options," says Niranjan Hiranandani, 
who heads one Mumbai's biggest real 
estate businesses. He admits that al- 
though builders like him would benefit 


, in the short term as the value of their 
property would rise, he fears the market . 


might be nearing its top. Once it crosses 
that point, there could be a slowdown, 
or even a Crash in a year or two. 

But as of now, there doesn't seem to 
be any let-off on the high prices devel- 


, Opers are ready to pay. Two private mill 
shopping mall, which will house stores, | 


owners in the city are likely to get aggres- 
sive bids for the property they have put 
on block. In fact, for the NTC mill land, 
nine builders were willing to pay over 
Rs 550 crore, an amount analysts had 
earlier estimated as the maximum that 
the land could fetch. 

Now NTC has put its Kohinoor Mill 
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stake from the promoters for $42 per 
share. The promoters Leon Van 
Rompay and Stijn Van Rompay, will 
continue to remain as the CEO and the 
COO, respectively, of Docpharma.The 
acquisition gives Matrix a direct access 
to finished products in the European 


' generics market. Post-merger, two- 











Is there a real estate bubble? 


Recently, ICICI Bank and HDFC, the 
most aggressive lenders, increased 
their interest rates by half a percentage 
point each, bringing them in line with 
rest of the market. What is interesting 
is that over the last few years, the risk 
premium that banks have been charging 
on housing loans, taking return on 10- 
year government paper as the 
benchmark risk-free rate of return, has 
actually been falling — from 4.3 
percentage points in 2002 to 2.6 
percentage points now. Indication of 
real demand driving the boom? 
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(5 acres) and Elphinstone Mill (8 acres) 
up for sale. It has so far collected almost 
Rs 1,160 crore from the three mills (37 
acres) it has sold. If it gets the Bombay 
high court approval, it could free up an- 
other 93 acres that is has as surplus land. 
These are the first instalments of the 
600 acres of mill land in the heart of 
Mumbai that a recent Supreme Court 
order allowed to be sold. 3 
ADITYA KHANNA & RACHNA MONGA 





thirds of Matrix's revenue will come 
from regulated markets. Docpharma 
also has astrong pipeline of products; it 
expects 80 launches in the next 2 years. 
Its growth guidance for the current fis- 
calis 40 per cent. 

Matrix is a research-driven com- 
pany dealing in active pharmaceutical 
ingredients (APIs). Earlier this month, it 
announced the intent to merge with 
Strides Arcolabs, a research-driven for- 
mulations company. The due diligence 
for the merger is on. 

Led by entrepreneurs and profes- 
sionals, Matrix has grown through 
mergers and acquisitions in the past 
five years. It started by supplying APIs. 
Ever since, it has been working towards 
becoming a full-fledged generic drugs 
company. Š 

GINA S. KRISHNAN 


OIL PRICE HIKE 


Sacrificing 
the future 


HE government finally bit the 
T bullet and increased fuel 

prices despite vehement op- 
position from the Left parties. But 
the hike in the prices of petrol by 
Rs 2.50 a litre and of diesel by Rs 2 
per litre is nowhere near what the 
state-owned oil companies had de- 
manded. They had wanted a hike of 
Rs 4.68 per litre of petrol and 
Rs 5.13 per litre of diesel. 

So, does the increase make life 
for the oil companies any easier? 
Well, it just about covers the duties 
and the cess imposed in Budget 
2005. It does not cover the rise in 
crude oil prices. The net recoveries 
of the oil companies in the first 
quarter of 2005-06 will still be 
lower by Rs 4,500 crore compared 
to what they would have got had 
the prices been increased at the 
beginning of the quarter. Also, sur- 
prisingly, liquefied petroleum gas 
(LPG) prices were left untouched 
despite the fact that the subsidy on 
each LPG cylinder is over Rs 120. 

The Left and the Bharatiya 
Janata Party are planning agita- 
tions against the hike. What they 
don’t realise, or choose to ignore, 
is that the delay and the subse- 
quent failure to increase prices of 
petroleum products based on mar- 
ket rates could lead to a crisis in 
the future. That is because the oil 
companies have committed to in- 
vest in the region of Rs 50,000 
crore over the next five years in var- 
ious projects. There is no way that 
these companies will be in a posi- 
tion to go in for this kind of capital 
expenditure unless prices are hiked 
further. The existing surplus would 
be just enough to service the loans. 
That could lead to further trouble in 
the years ahead. 

Short-sightedness today could 
lead to a major fuel crisis in the not 
too distant future. Ll 

ANUP JAYARAM 
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USB 2.0 Swivel Flash Drive 


128M8 256MB 512MB 1GB 2GB 468 


MP3 Music 








Photos 

MPEG Videos 
Business Documents 
Presentations 


Files to Share 


Anything Digital 


Extremely 


Extremely Small. 





Physical Specifications: 

55 x 17 x 14mm 

Weighing about 28gram (less than one ounce) 
Warranty: 2 year 

Data Retention: 10 years 

Safety Feature #1: Password Protection* 
Write Cycles: 100,000 times 

Lightning fast USB2.0 drive speed 

With USB 2.0 port: Read 8MB per second, 
Write 7MB per second 
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CIVIL AVIATION 


Ludhiana's 
flight of fancy? 


OR years, industrialists in 
F export hub Ludhiana have 

been clamouring for a dry 
port in their vicinity. At last, the 
Punjab government has invited pro- 
posals for a techno-economic fea- 
sibility study for a greenfield inter- 
national airport in Ludhiana. 

According to sources, about a 
dozen consultants — a mix of In- 
dian and foreign — have submitted 
proposals for the project to the 
Punjab State Industrial Develop- 
ment Corporation (PSIDC). The final 
selection shall be done by the end 
of June 2005. Among other things, 
the consultant would have to as- 
sess the area required for the inter- 
national airport “with and without 
auxilliary network (on-aero invest- 
ment) comprising entertainment 
park, shopping mall, theme park 
etc., or any other infrastructure 
support to be created to indepen- 
dently create a sustainable model”. 

The consultant will also have to 
assess whether the Amritsar Inter- 
national Airport would be sustain- 
able in case an international airport 
is set up at Ludhiana. It’s also the 
consultant's task to come up with a 
project financing structure and sup- 
port requirement, including fiscal 
incentives or grant-in-aid, for the 
long-term viability of the project. 
Whether the project shall be a joint 
venture, a special purpose vehicle, 
or a public-private partnership is 
also to be decided. 

After the feasibility study, the 
project would require several clear- 
ances, including one from the Min- 
istry of Defence, before it can take 
off. But officials at the PSIDC are 
optimistic. Almost 4,000 acres of 
land has been identified for the 
project near the G.T. road towards 
Jalandhar, and most of it is in gov- 
emment possession. As one official 
said: "Prima facie, it looks good." Ill 

CHITRA NARAYANAN 


HEN the 

Left-sup- 

ported 

UPA gov- 
ernment took charge at 
the Centre last year, it 
boded well for the resi- 
dents of Burnpur in West 
Bengal. At long last, 
something was likely to 
happen to lift the for- 
tunes of the ailing Indian 
Iron and Steel Company 
(ISCO), on which their 
own fortunes hinged. Af- 
ter all, the Left Front, which is in power 
inWest Bengal, has been the shrillest ad- 
vocate of such a move. 

No wonder then that as soon as the 
new government was sworn in, steel 
minister Ram Vilas Paswan declared 
that IISCO would be merged into the 
Steel Authority of India (SAIL). It has 
taken just about a year to consign those 
words to paper. Now that it has hap- 
pened, the move is going to change the 
fortunes of not just India's oldest steel 
company, but that of its largest one too. 

But that one year in the middle was 
fraught with serious rethinking on the 
move itself. The biggest block was that 
SAIL wanted the government's Steel De- 
velopment Fund to pick up the tab of 
IISCO's accumulated losses, which was 
then at Rs 955 crore (it has since come 
down to Rs 910 crore, thanks to the 
nominal profits IISCO posted last year). 
But the government wanted SAIL to pay 
for the amount. It pointed towards the 






e An ore-starved SAIL will have 
access to some of the richest i iron 
ore mines — Chiriya, Gua and 
Manoharpur — leased to IISCO. 


@ IISCO's Rs 910-crore losses wil 
be wiped out by SAIL’s profits. The 
ailing plant will also get power sis | 
managerial expertise from SAIL's | 
reserves. | 


e |ISCO and SAlU's Mente. 
can use each other's strengths in 
PRODE and logistics. 

e IISCO will gain unprecedented | 
access to the domestic and global 
marketing linkages that SAIL has 
forged over the decades. 


Rs 2,512-crore net profit SAIL had 
posted in 2003-04. The government's 
case became stronger when SAIL net 
profit soared 171 per cent in 2004-05 to 
reach an unprecedented Rs 6,817 crore. 
In the end, SAIL, which anyways has 
been the sole stakeholder in IISCO since 
1978, demurred. 
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JET AIRWAYS 
Jitters on the runway 


S-based Jet Airways Inc.'s ob- 
jection to its namesake Indian 


airline flying to the US could 
not have come at a worse time for 
both governments, says a US govern- 
ment official familiar with the function- 
ing of the US Department of Transport 


(DoT), the body entrusted with verifying 


the economic health of the Indian car- 
rier. On 14 April 2005, the two coun- 
tries announced a new open skies avi- 
ation pact, replacing a 50-year-old 


agreement that had restrictions like 
the number of cities served, the num- 
ber of airlines and the kind of aircraft 
to be used to service both countries. 

The open skies agreement came 
after months of diplomacy and hard 
work by both governments — the US 
Transportation Secretary Norman Y. 
Mineta had flown to India to sign the 
agreement. The Jet Airways flight to 
the US would have been a congratula- 
tory validation of the pact. 


All's 
well that 
ends well 


The merger promises to change the 
fortunes of both IISCO and SAIL in 
many ways. Although IISCO is back in 
the black after a gap of 30 years, it needs 
substantial fresh funds to revamp its in- 
frastructure, marketing and work force 
(most of its 11,000 workers and 800 ex- 
ecutives are in the 50-plus age bracket). 
On this rest IISCO’s hopes of raising ca- 
pacity from 0.35 million tonnes per an- 
num (mtpa) today to 2 mtpa by 2012. It 
would also be a significant part of SAILS 
effort to raise its total capacity from 13.5 
mtpa to 20 mtpa over the same period. 

The other thing IISCO employees 
have been hoping for is wages at par 
with SAILs employees. Wages in IISCO 
have not been revised since it was put 
under the Board for Industrial and Fi- 
nancial Reconstruction in 1996. The im- 
pact of the revised wages in IISCO may 
come to Rs 4 crore-5 crore annually; the 
total arrears may go up to as much as 
Rs 300 crore. 

Though all this will make a dent on 
SAILS financials, on the other hand, the 
company would gain immensely from 
IISCO's enviable access to iron ore, 


airline filed for US DoT ap- 
proval even before it had 
received the licence from the Indian 
govemment to fly to the US; it subse- 
- quently got the Indian government's 
permission on 15 June. The airline is 
still awaiting a clearance from the US 
Federal Aviation Administration (FAA). 





lations scrounge through technical and 
operational manuals for safety rea- 
sons. Airlines can apply for both clear- 
ances simultaneously, but neither 
clearance is related to the other. E 





















which is the biggest worry of steel mak- 
ers around the world at present. IISCO's 
Chiriya, Gua and Manoharpur mines 
are the richest in the country, with re- 
serves of 2,200 million tonnes. But they 
have been lying largely unexcavated be- 
cause of lack of funds. So far SAIL has 
been wary of making large investments 
in IISCO, fearing that "the company 
might be sold out to a private bidder any 
day”, says a company official. The 
merger puts to rest such fears. 
Now, SAIL is vowing to fight the 
Jharkhand governments threat to not 
renew IISCO's leases for Chriya and 
Gua. "Chiriya to sone ki chidiya hai 
(Chiriya is a golden bird)," said a SAIL 
spokesperson. One company director 
said SAILS expansion plan might fall flat 
without these mines — its iron ore de- | | a un cic tW d protoss i, 
mand is expected to reach 33.5 million | | a 3 y dbi: 6 game | 
di discs and links to your computer via | 
tonnes by 2012 from 21 million tonnes 
: a USB connection.* The bundled 
today. A resolute SAIL chairman V.S. Jain | 
u Ah OpdiTracker software enables you to 
told BW: “We can't let go of Chiriya at 
5 search its database of stored discs by 
any cost.” He added that SAIL would use i i 
; title, keyword, directory or file name 
more than half of the Rs 4,000 crore it ; : 
h t develop ] to find and eject 
as set aside or deve oping iron ore any disc within 
mines on IISCO' mines. sé cofnüs. 
The government has moved on Perfect for 
other fronts too. Durgapur Steel execu- businesses 
tive director (works) Nilotpal Roy has studios a a 
been selected as IISCO's new managing home use, with 
director, a post lying vacant for more Disc Stakka you | 
than halfa year. The move has larger sig- need never 
nificance — it gives IISCO the voice it waste time 
needs on the SAIL board. One expects to searching for a 
hear the voice louder and clearer in the disc again. Disc 
coming months. a Stakka means 
RAJESH KUMAR SINGH productive disc 
management! 


STORE, PROTECT AND 
RETRIEVE YOUR DISCS 











It is still not clear how 
much longer Jet's flight 
could be delayed. Each 
party is given adequate 
chance to respond and 
the enquiry could go on 
for months. As a rule, FAA 
clearances take longer 
than the US DoT clear- 
ances since the FAA regu- 
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How big 


IS your 


refrigerator really? 


N 6 July 2005, the Delhi High 


Court will hear the appeal of 
LG India Electronics inacase | 
concerning how it should | 


state the capacity of its frost-free refrig- 


erators. So far, there is no standard that 


manufacturers have to conform to. 
On 28 January 2005, the Monopolies 
and Restrictive Trade Practices Com- 


mission (MRTPC) had ruled that com- | 


panies would have to mention both the 


gross and net capacities of their frost- | 


free refrigerators in advertisements and 


brochures, as also on their products, till | 


the Bureau of Indian Standards (BIS) 
came up with specifications. The unus- 
able space, or mullion, is deducted from 
gross capacity to arrive at net capacity. 








Three years ago, Godrej Appliances 
and Whirlpool of India had taken LG to 
the MRTPC, alleging LG was unfairly 
adding on mullion of 20-25 litres while 
stating the capacity of its refrigerators. 

LG appealed the MRTPC order at the 
Delhi High Court, which stayed the or- 
der till it gave its verdict. Girish Rao, vice- 
president (sales), LG, says that the issue 
is less about stating capacity, and more 
about the standards they are to use. 

Godrej, however, now plans to con- 
test the right of the High Court to hear 
this appeal. Its counsel, H.D. Pithawalla, 
says under Section 55 of the MRTP Act, 
an appeal against an MRTPC order can 
only be filed in the Supreme Court 
within 60 days of issuance. He says the 


Others - 696 





< 
x 
O 
6 
a 


2 per cent. 





Books - 2% 






time for moving Supreme Court has, in 
this case, expired. 

Meanwhile, the BIS had said in an af- 
fidavit filed early this year that it was 
preparing the standard for stating the 
capacity of frost-free refrigerators. A 
meeting of the technical committee for 
this purpose was held on 15 February. 
The members have not been able to 
reach a consensus on the matter yet. 
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Shares in value terms 


E-COMMERCE 


Travel leads the pack 


CCORDING to the latest figures from the In- 

ternet Association of India, online purchases 

have more than doubled to Rs 570 crore in 
2004-05. Though travel and ticketing continues to 
account for the bulk of the online sales value (62 
per cent) there has been some shuffling in some 
other categories. For instance, while the share of 
electronic gadgets and home appliances has grown 
from 3 per cent last year to 12 per cent at present, 
the share of books has reduced from 9 per cent to 


ADITYA KHANNA 


Turning table 


HE number of US un- 
dergrads majoring in 


computer science has 





| from John Loeb, a former US ambassador, who doled out 


$70.5 million in 1995. Ellison’s personal net worth is esti- 


| mated at $18.4 billion by Forbes. 


| WORTH THE HARDSHIP: BACK with a bang are Indian 


dipped for the fourth year | techies. Many of the engineers who relocated to the Silicon 
running. In 2004-05, the fall | Valley or other Western tech hubs years ago are now return- 
in enrolments was 10 per cent. Former Intel boss Craig Bar- | ing home. One reason is that they want to share their skills 


rett says this could lead to more tech jobs being outsourced | in areas like chip design, embedded systems or code gener- 
and, eventually, the end of US domination in tech innova- | ation for compilers, which are in short supply in India now. 
tion. Estimates by the US-based Computing Research Asso- | Companies relocating senior staff from the US to India in- 
ciation put the number of high-skill jobs that will be available | clude Intel, Microsoft, Oracle and Cisco. Intel has moved 
worldwide at 5.3 million by 2010 and about 20 million by | back about a hundred Indians, many now US citizens. Nokia 





2020. The Indians and the Chinese, with their 
knack for tech, should have it good. 


AN ENDOWMENT IRONY: ORACLE co-founder 
and CEO | dropped out of college. 
But that isn't stopping him from donating $115 
million to Harvard University. This, the single 
largest endowment to the institute ever, is to 
fund a global health-monitoring centre and five 
professorships. Till Ellison came along with his 


needs old hands to manage its growing net- 
work business. Microsoft's new research group 
for software and Intel's new $400-million in- 
vestment in an assembly test facility needs ex- 
perienced material engineers and design spe- 
cialists. An engineer with 12-15 years in the 
Valley can expect $9,000-12,000 a month as 
salary and $5,000 as hardship allowance! 
Homecoming rarely was this attractive. 

By SHELLEY SINGH, who was in Silicon Valle 





AFP 


moneybag, Harvard had got its biggest gift 


recently to attend a Cisco meet 











The author is the founder 
of CERG Advisory that 
specialises in corporate 
consulting and economic 
advisory services. He can be 
reached at omkar. 
goswami@cergindia.com. 


Will the 
yuan 
appreciate 
by 7.5 per 
cent or 15 
per cent? 
That is 

the billion- 
dollar 
question 





HIS is the season when half of Delhi 
goes in search of cooler climes with 
or without their passports, when 
half of Mumbai returns to wait for 
the monsoons, and when all of Ch- 
ennai drips with sweat. It is aseason when, with 
little else to do, reams of imported newsprint 
are devoured by ‘inside’ stories of the great In- 
dian filial drama — and how the mother of all 
spats had a fairy tale ending. Itis also the season 
when I can't think of anything to write about, 
except an article on the Chinese currency. 

There are three questions regarding the 
Chinese yuan or renminbi. First, will it be al- 
lowed to appreciate? Second, by how much? 
And third, when? 

Regarding the first question, the consensus 
is that China will allow the renminbi to rise. 
This is only partly due to the pressure being put 
by the US, the European Union, the G-7 and, 
more recently, the IMF in its May 2005 Article IV 
consultations. More importantly, it is because 
China wants to portray itself as a responsible 
global economic power, one that carries the 
Han mans burden. If capturing an even greater 
share of world trade and investments requires a 


little bit ofgive on the exchange rate, then so be | 
, rate conservatives over the progressives. So, 


it. Revaluation, therefore, seems to be a given. 
Those who matter in China's economic and 
financial policy-making agree that revaluation 
requires de-linking the renminbi from the US 
dollar, and then anchoring it to a basket of cur- 


rencies comprising the dollar, the euro and the | 


yen. However, the billion-dollar question is by 
how much. Here, the debate gets murky. 
According to what one has heard, the Chi- 
nese advisers are split down the middle. The 
economic ‘progressives’ argue that anything 
less than 15 per cent is insufficient do deal with 
international market expectations, and prefer a 
clean, one-shot appreciation in the region of 15 
per cent. According to them, a smaller revalua- 
tion will encourage active exchange rate arbi- 
trage. Simply put, anticipating a second round 
of appreciation, global as well as overseas Chi- 
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nese punters will heavily invest in yuan-backed 
financial assets with the expectation of booking 
super-normal profits at the time of the next 
revaluation. This would be the Chinese version 
ofthe jhatka meat approach — short, sharp, in- 
cisive and a once-and-for-all correction, fol- 
lowed by a calibrated float. 

Arrayed against the 'progressives' are the 
conservatives, who are arguing that neither 
Chinas financial sector nor its exporters can 
stomach a sharp shock. In January 1994, China 
devalued its exchange rate from 5.8 renminbis 
per US dollar to a limited float beginning at 8.7, 
and then firmly pegged to 8.278 in June 1999. 
Since then, China has operated on the basis ofa 
fixed, dollar denominated nominal exchange 
rate. The conservatives are saying that China 
needs time to move to a full float, and that grad- 
ualism is the essence of good Chinese gover- 
nance. Therefore, according to this camp, first 
appreciate by something like 7.5 per cent to 10 
per cent; then watch, wait and see what this 
does to exports, banks and the financial sector. 
Thereafter, if need be, take the next steps. 

It is hellishly difficult to predict what the fi- 
nal decision will be. But my gut tells me that we 
will probably see the triumph of the exchange 


without betting even a measly little nickel, I ex- 
pect an appreciation in the range of 7.5-10 per 
cent, followed by a strictly managed, highly in- 
terventionist limited float. 

Finally, there is the issue of timing. If I had 
even the faintest clue about it, I would have 
been busy figuring out howto make the fortune 
of my lifetime instead of typing out this col- 
umn. The only sense I get is that it will most 
likely occur within this calendar year. At that 
point, the focus will shift to the RBI. Will it then 
heave a sigh a relief, and using the breathing 
space offered by the Chinese, let the rupee float 
upwards a bit more? Or will it continue to inter- 
vene to keep the rupee in the 43.50 to 44 band, 
and allow our exporters to reap some currency 
advantage? What do you think? gu 
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Thel Hare and 


India’s economy cannot race ahead at 
7 per cent a year without another 
round of banking reforms. But the 
finance ministry and the Reserve Bank 





of India seem to differ on the pace of 
change. By Niranjan Rajadhyaksha 











INANCIAL systems across East Asia im- 
ploded in the second half of 1997. It all be- 
gan in Thailand that July. And then, in a 
few manic months, the others followed. 





Banks across the region tumbled in the wake ofan 


| unprecedented financial tsunami. Could India hold | 


Indonesia, Malaysia, South Korea — the | 
| crisis spread with ruthless efficiency. | 


back the waves of panic that were lashing the rest of | 


Asia? There were a hundred dark rumours in the air. 


One prestigious European brokerage published a re- — 


official numbers, which showed that our banks were 
safe, were not to be believed. 


A few weeks later, when the report was still being _ 
| surreptitiously circulated like some underground | 
_ that the Indian economy 
| official at its headquarters in Mumbai. Was the dark | 


manifesto, I met a senior Reserve Bank of India (RBI) 


underside of Indian banking being hidden from pub- 
lic view by a thick fog of accounting? “I think the cen- 
tral bank knows more about this than some smart set 
of equity analysts,” he said bitterly. "Just wait and see.” 

He was right. India was untouched. Asia's finan- 


cial crisis did eventually subside, but it left behind 
| shattered economies. About a tenth of the region's 
| GDP was swept away. It took many years for these 
| shell-shocked economies to recover. The human suf- 
fering, too, was immense. The one big lesson that the | 
world’s policy elite learned after 1997 and 1998 was 
+ that you cannot have a strong economy without a | 
| ing capital is estimated be- 
, tween $6 billion and $8 bil- 


strong banking system. 
Meanwhile, India was held up as a paragon of fi- 


nancial virtue. But in the years immediately preced- _ 
ing the Asian crisis, the RBI was hammered for its ex- | 


| Y.V. Reddy favours the 


cessive caution. Critics had said that it was being too 


| search report that dripped with pessimism. It said | 
| that the Indian banking system, too, was walking on 
_ water. It would soon drown in a sea of bad loans. The | 





| Large parts of the econ- 








slow to open up the capital account, was not allowing | 
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banks freedom to invest in equities and real estate, 
and it was holding back foreign banks, who wanted to 
step up their activities in India. But, suddenly, all that 
caution was reinterpreted as prudence. Even the In- 
ternational Monetary Fund (IMF) now warns against 
premature capital account convertibility. The RBI has 
won the intellectual debate. 

But the accusation of excessive caution is far from 
over. In 2005, it has come to haunt the central bank 
once again. The critics are not just global equity in- 
vestors, investment banks or multilateral agencies. 
There seems to be one more important addition to 
the list — the finance minister. Though both the cen- 
tral bank and the finance ministry deny any rift on the 
future of banking reform, the outside world is abuzz 
with rumours of a widening chasm between the two 
masters of our financial universe. 

Whatis the debate really all about? Actually, the fi- 
nance ministry and the central bank have been in 
complete agreement on most of the components of 
banking reform — accounting norms, corporate gov- 
ernance, norms on exposure to individual sectors, 
etc. So, the speculation that there is a deep and un- 
bridgeable divide between the two is clearly an exag- 
geration. But there is definitely one disconnect. The 
crux of the rather public disagreement between the 
RBI and the finance ministry seems to be on the role 


. of foreign capital in the do- 


mestic banking sector. 
This survey will argue 


cannot grow at 7 per cent a 
year in a sustained manner 
unless we have another 
round of banking reforms. 


omy will be starved of 
bank credit unless finan- 
cial capacity is increased 
manifold. That means 
many things, but most im- 
portant of all, it means 
more banking capital. The 
current shortfall in bank- 


lion. And the shortfall will 
grow as banks try to step 
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slow and steady line 
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the Tortoise 


up their lending to a booming economy. 

The finance minister is clearly impatient with the 
slow pace of change in the banking sector. He seems 
to believe that the most important issue is how to in- 
crease financial capacity in the economy. To him, it 
doesn't matter who brings in the capital to do the job. 
Ifits foreign banks and investors, then so be it. Hence 
his enthusiasm to bring down the government's stake 
in listed public sector banks. Hence his oft-repeated 
demands for radical banking reforms. 

The RBI, however, seems to argue that it is not so 
simple. As the central bank, it has to keep an eye on 
the stability of the entire banking edifice in the coun- 
try. The full edifice could come crashing down were 
even one pillar to crumble. The failure of one weak 
bank can lead to panic among depositors, runs on 
other banks, and finally, a full-blown economic crisis. 
Recent global financial history is littered with exam- 
ples of how a banking crisis can wreck an economy. 
Asia in 1997. Russia in 1998. Argentina in 2002. 

Often, it is one small event that sparks off panic. A 
banker who is not on the RBI's side in this debate 
warns that a premature and dramatic opening up of 
the domestic banking market to foreigners could kill 
many of the weaker domestic banks and lead to the 
sort of crisis that nobody wants. So, in a way, the RBI 
feels it has to nurse the weak banks to health (or allow 

them to be taken over) be- 





open to foreign capital. 
That is the underlying 
logic of its recent actions. 
Which is the more 
powerful argument? It is 
difficult to tell, though 
some recent academic lit- 
erature does support the 
RBI's caution. Financial 
stability has been elusive in 
recent years. According to 
the World Bank, there have 
been 113 banking crises in 
93 countries between 1975 
and 1999. (A full-blown 
banking crisis occurs when 
most of the banking capital 
in a country is wiped out.) 
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world since 1975. Many followed financial reform. 
The Response: Open up the banking sector gradually, giving 


weak banks time to restructure or sell out. 


survey: a banking crisis is not as uncommon as is 
widely assumed. 

Economists have shown that there is often a link 
between a national banking crisis and hasty financial 
sector reform. Here's a quick tour of what the wise 
men and women in universities and banks are saying. 


Contemporary research into financial instability | 


owes a lot to a path-breaking paper written by Paul 
Krugman in 1979. In it, Krugman linked currency 


crises to the state of a nation's finances. Currencies | 
can tumble when governments fund their huge fiscal | 


deficits by printing money. There is explosive credit 
growth and the currency's fixed value cannot be pro- 
tected by the central bank. The currency tanks. 
Krugman did his seminal work when financial 
markets were tightly controlled. But as financial liber- 
alisation spread in the 1980s and currencies were 


freed, there was greater interest in the causes of cur- | 
rency crises. The first round of researchers following 


Krugman trained their attention on the effects of 
loose fiscal and monetary policies on financial insta- 
bility. Later on, in the 1990s, currency instability be- 
came more common. In 1992, the fixed-rate Euro- 
pean exchange rate mechanism was taken apart by 
speculators. (George Soros famously made $1 billion 
by betting against the British pound.) In 1994, the 
Mexican peso was attacked. Research then started fo- 
cusing on the nature of herd behaviour in the cur- 
rency markets and of self-fulfilling expectations. 


But it was only after the Asian crisis of 1997 that | 


economists started looking at the link between bank- 
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ing and currency crises. In a paper 
written in 1999, Graciela Kaminsky 
and Carmen Reinhart say: “Many 
countries that have had currency 
crises have also had full-fledged 
domestic banking crises around 
the same time.” And, interestingly, 
these crises often follow in the 
wake of financial reforms. In a pa- 
per they jointly authored in 2003, 
Raghuram Rajan and Ajay Shah 
say: “Internationally, the number 
of banking crises per year in- 
creased five times in the 1980s and 1990s, while the 
frequency of currency crises remained constant. In 
18 of the 26 banking crises, the financial sector was 
liberalised in the preceding five years." 

The preceding few paragraphs were only a quick 
detour into the recent academic literature on finan- 
cial turbulence. Yet, a few salient points catch the eye. 
One, banking crises have become more frequent in 
recent decades. Two, these crises have often come in 
the wake of financial liberalisation. Three, financial 
stability assumes not just strong banks but also pru- 
dent fiscal and monetary policies. 

That is the subtext of the RBI's suspicion on big 
bang reforms. One local banker argues: "The central 
bank does not have control over every ingredient of 
the reforms recipe. It cannot control the fiscal deficit. 
It cannot privatise our large banks. It cannot control 
the quality of capital flowing into bank stocks. Much 
of this is controlled by the Central government. The 
question is whether the finance ministry can do its 
part of the job, rather than putting pressure on the 
RBI to open up as quickly as possible." 

Clearly, you cannot fix the banking system till you 
fix the fiscal system. That is going to take time. The re- 


_ sult: the RBI put out a road map this March. In that, 
|! the central bank has more or less said that India will 
|! nothaveanopen and competitive banking market till 
2009. Notice the coincidence: 2009 is also the year the 


government has to bring its fiscal deficit down to zero. 


tious central bank, between the hare and the tortoise. 
A later story in this survey focuses on the road 


| map and its implications. In a nutshell, domestic 
|! banks have to deal with three core issues. Can they | 


shore up their balance sheets in time? Can they fund | 


ahead 


i Outsiders see this road map asa grand compromise | 
|! between an impatient finance ministry and a cau- | 


i 
| 
i 
i 
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i 
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sectors of the economy which 
need the money the most? Can 
they merge and acquire to get the 
scale to take on competition? Let's 
call them the three Cs — capital, 
credit delivery and consolidation. 
The current debate on the pace 
of banking reforms is bound to be 
inconclusive. Unlike reforms in the 
real sector, there are no clear and 
easy answers here. Banking sys- 
tems are fragile and need to be han- 
died with great care. India is no ex- 
ception."Excessive caution over undertaking 
financial sector reform can be as risky as a blind belief 
that market forces will find a way," say Rajan and Shah. 
To be fair to both the finance ministry and the RBI, 
India already has a banking market more open and 
free than in many other countries. Even a casual talk 
with any Indian banker who wants to open branches 
abroad gives us an idea of how tightly-controlled 
some of the large banking markets are. On the other 
hand, what often irk foreign bankers are not the cur- 
rent restrictions in India, but the way the rulebook 
keeps getting rewritten. “When you are trying to at- 
tract inward investment, you have to have stability of 
regulations,” Michael Smith, head of HSBC's business 
in Asia, told Indian journalists in Hong Kong recently. 
The RBI's recent road map, for all its limitations, 
does address this problem. It gives foreign banks a 
clear idea of what they can and cannot do over the 
next four years. But just drawing a road map is not 
enough. What calmer and more perceptive minds ask 
is: are there any signs that authorities are trying to fix 
the problems in a hurry so that the domestic banks are 
ready for 2009? The rationale for keeping the market 
closed for another four years is that it will give domes- _ 
tic banks a chance to set their houses in order, by rais- 
ing capital, becoming more efficient, and merging. 
Will they rise to the challenge? Will they be able to? A 
later story in this survey tries to answer the questions. 
For now, a reiteration of the primary point of this 
survey: the economy cannot grow at 7 per cent unless 
the banking system is fixed. Or, as McKinsey & Co di- 
rector Leo Puri says: “The danger of an anaemic fi- 
nancial system, while the real economy continues to 
prosper and grow, is a worrying one.” In the pages 
that follow, we take a closer look at how this trouble- 
some paradox can be dealt with. a 
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Vho j has the better banking system 
- India or China? | 


ll HE movers and shakers of Mumbai’s finan- 
‘cial community nodded their heads sagely 
when Prime Minister Manmohan Singh 
said in a speech a few weeks ago: “If there is 
one aspect in which we can confidentially 
assert that India is ahead of China, that is in the ro- 
| bustness and soundness of our banking system.” This 
-is aclaim that has been made very often. It's a com- 
- forting one. But how justified is it? 
` The official data on Chinas banks is sketchy, as is 
always the case with the fire-breathing dragon next 
' door. But most independent analysts believe that the 





estimates vary, ranging from 30 to 50 per cent of total 
loans. So, even if we go by the lower estimate, a third | 
_ ofall the money lent out by Chinas 
banks has been frittered away. It | 
could be far more, of course. | 
‘In 2004, China spent a mind- | 
blowing $45 billion to recapitalise 
itstwo largest banks, Bank of China | 
and China Construction Bank. This | 
throws light on two facts. One, | 
Chinas banks are in a mess. Two, | 
thegovernmentisbusycleaningup | 
the dirt. (China has decided to | 
open its domestic banking market | 
to foreign players in 2006, three | 
years before our gates will be open.) | 
In contrast, going by the latest | 
financial results, the net non-per- | 
forming assets ofthe entireIndian | 
banking sector are less than 3 per 
cent of total loans. They were close to 15 per cent 
about a decade ago. Indian banks have sensibly used 
the windfall they made in bond trading over the past 
three years to clean their balance sheets. And most 
banks say that they are on course to push this down to 
less than 2 per cent next year. - 

. End of story? No. Indian banks have undoubtedly 
become far more efficient over the past decade. They 
a art far less likely to pour the nation’s modest savings 
into unviable projects. There is a lot that China's 
anks can learn from their Indian peers. | 

. But — and this is a very important but — our 
banks have lagged behind the Chinese as far as deep- 
ening the financial system goes. In other words, our 
banks have failed to garner enough deposits and 
hence, have failed to provide enough loans to compa- 
nies and farmers. A senior central banker points out 
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banks there have a staggering bad loan problem. The | 


Share of global 
financial stock 2003 


Financial depth (financíal - 
stock as 96 of GDP), 2003 


|! Growth of financial stock 
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| that Indias bank loan to GDP ratio (a 
j ceni is. far lower ice that. bat ott 


(MGD on sh otal financial stock ; akes a 
India’s financial depth (which MGI ca 
nancial stock as a per cent of GDP) is 
China's is 323 per cent. In other words, 
cial depth is two-and-a-half times gn 
dia's. "The bottom line is that India si 
less money circulating in its financia 
one would expect, given the size of its « 
Diana Farrell and Aneta Marcheva Key 
the McKinsey Quarterly. — l 

Why is there a lot less money circ 
financial system? This « can partly be ex) 
fact that China's savings rate is twice | 
They save more eand hence pee mo 
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their hatik accounts. Foreign saving 
helped bridge the gap, but India ha 
a strong magnet for global capital. The: 
financial system is far smaller than it st 
So it would be good to modify th 
popular comparison between the fin 
of Inca and China. India has the str 









per cent rast: year. That wil automatica 
money flowing i into the banking syste 
however, forecasts a widening gap.) / 
will close the efficiency lead that India! 
$45 billion is likely to be just a start. 
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i. NE of India’s software czars made an 
interesting observation over breakfast 
a few months ago. He said that the top 
J four software companies in the coun- 

“<= try have generated Rs 28,000 crore of 
revenues, 170,000 of jobs and Rs 200,000 crore of in- 
. | Vestor wealth without borrowing a single paisa from 
. 4 the banking system. To him, this is proof of the enter- 
- prise of the software majors as well as a severe indict- 
ment of Indian banks. 

. Actually, this inertia is a symptom of a deeper 
malaise. The banking sector has, especially between 
1998 and 2003, shied away from doing its primary job 
— lending to the commercial sector. It has preferred 
to put its money in government bonds. At one point 
of time in 2002, banks were buying government 
bonds with a gluttonous appetite. Nearly 45 per cent 
| ofthe funds at their disposal had been used to buy the 
securities that the government was selling to finance 
. its deficit. 

Ironically, this strategy did not harm banks. The 
- Reserve Bank of India (RBD aggressively cut interest 
rates after 1999. The prices of the bonds owned by 
banks soared. (Normally, bond prices and interest 
rates move in opposite directions). So banks made 
huge profits by doing almost nothing. Bond profits 
were like a rising tide that lifted all boats; it did not 
matter whether the bank in question was a weak one 
| Or a strong one — profits rose in every corner of the 
banking system. 

Most banks used the money wisely. The moun- 
tains of bad debts that were a burden on bank bal- 
ance sheets were blasted away. And many banks were 
also quick to raise cheap capital from investors hyp- 
notised by rising equity prices. Bankers were happy. 

- What was good news for banks was not necessar- 
 ilygoodnewsforthe rest of the economy. Industry as- 
sociations cried foul. They complained that compa- 
nies were being denied credit. The small guys were 
the worst affected. The big companies had anyway 
cut their dependence on bank finance — by tighten- 
ing working capital, using internal funds and borrow- 
ing abroad. But smaller companies across the coun- 
try choked because of the severe credit squeeze. In 
other words, our banks were more comfortable 
funding the fiscal deficit rather than private commer- 
| cial activity. Was this really commercial banking as we 
| know it? There was something terribly wrong with 
| thesystem. 

' In December 2002, at the annual bank econo- 

j mists’ conference in Bangalore, Rakesh Mohan, 
deputy governor of the RBI at the time, criticised 
banks for their sloth. He coined an evocative phrase 
that has stuck — lazy banking. In 2000 and 2001, two 
economists from the Massachusetts Institute of 
"Technology (MIT), Abhijit Banerjee and Esther Duflo, 
| spenta few days visiting branches of “an Indian pub- 
lic sector bank with a reputation for efficiency”. 

. Here is how they describe their experience: 
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recent year 
should we be? - 


"Everyone we met seemed busy and the managers 
sounded like they knew what they were doing. We did 
notice that everyone's desk was strewn with memos, 
circulars and bulletins, full of instructions, exhorta- 
tions and prohibitions, but we still thougt tthis was ` 
going to be different.” All this activity was actually : 
misleading. Banerjee and Duflo found that in 64 per 
cent of the cases they observed, the amount of credit 
a company got was exactly equal to the amount it got 
previously. (That fraction was as high as 70 percent in 
1999.) And in 73 per cent of the cases where credit 
limits were frozen, the sales of the client (and hence 
working capital needs) had actually gone up. "There 
is an almost gratuitous perversity about some of what 
goes on in an Indian bank,” say the two MIT econo- 
mists darkly. — NL UE GM 

There are several ways to explain the era of lazy 








Credit to companies picked up... | 
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BUT IT'S STILL LESS THAN MANY 
OTHER COUNTRIES 





banking. The industry was in recession and lending 
to it would have been too risky. The best companies 
had tightened their working capital and reduced their 
demand for bank loans. Officers were too scared of 
taking risks because of the fear of being raided by the 
Central Bureau of Investigation (CBD in case things 

_ went wrong. And not all these explanations are mere 
attempts to shift the blame on to others. There is a 
modicum of truth in all of them. 

The worst days oflazy banking are now over. Over 
the past six months, because of the economic recov- 
ery, credit to industry has been growing at around 25 
per cent a year. "The focus has shifted back to loan 
growth. Most of the demand till now has come, I be- 
lieve, from working capital. Capital spending will also 
drive corporate loan growth in the future," says 
Paresh Sukhtankar, head of credit and market risk at 
HDFC Bank. And the bond market is no longer that 
attractive — bond prices have plunged and bond is- 
suance is bound to suffer as the government cuts its 
fiscal deficit. 

Yet, the recent episode of lazy banking throws up 
many hard questions. These questions should be- 
come part of the current debate on banking reform, 
which is hopelessly stuck on whether foreign capital 
should be allowed into the Indian banking industry. 
The good health of Indian banks is worthy of celebra- 
tion. But what if this health has been achieved by not 
lending to the economy? 

Ina way, we will have the mirror image of effects of 
bank nationalisation in 1969. In a recent research pa- 
per, economists Sumon Bhoumik and Jenifer Piesse 
say that between 1951 and 1968: "The proportion of 

. credit going to industry and trade increased from an 











| wasatthe cost of some crucial segments of the econ- 
 omylike agriculture and the small-scale sector." The 
latter was being starved of credit by a banking system 
that was allergic to risk. Actually, it was this highly 
skewed pattern of bank credit (as well as a spate of 
bank failures in the preceding years) that encouraged 
the government to take over the countrys 14 biggest 
banks in July 1969. 
Bank nationalisation has been demonised for a 


number of valid reasons. Politicians used the banking 








system to dish out loans to favoured interest groups, - 


and directly contributed to the huge bad loan prob- 





.. ade 
bank nationalisation was actually a success in terms 







lem oflater decades. Capital was misallocated. Re- 
member the loan melas of the 1980s? But what is not - 


T 


y high 83 per cent to 90 per cent. This i increase | 


quately appreciated is the fact that the policy of | gages 


of its key goal — spreading the banking habit in the 
country and provi sn ipe to small companies and 


farmers. (An awesome 58,000 new branches were | 


opened in the three and a half decades after banks 
were nationalised). 

The first round of banking reforms in 1992 was 
partly responsible for the credit squeeze of the past 
five years, especially because of capital adequacy 
norms that made lending to the government more at- 
tractive than before. Will the next round of banking 
reforms make the problem worse? Will key sections of 
the economy be faced with drying credit founts? Not 
necessarily. A later story in this survey shows how 
banks are trying to increase lending to farmers and 
small and medium enterprises, though ina far more 
profitable way than before. 

That, in a way, will be the acid test ofthenext gen- . 
eration of bank reforms. It will also be a political win- 
ner. While Indian banks will have to deal with many 
issues ranging from capital adequacy to globalisation 
— they will also have to ensure that small companies 
and farmers, who form the bedrock of the Indian 
economy in terms of output, employment and ex- 
ports, are not starved of credit. And this lending 
should be done in a way that earns profits. 

It will be a balancing act that will be worth 
watching in the years to come. But remember: lazy 
men should not be up on a tightrope. There can be 
nen accidents. 8 
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indian banks will have to face 
erious global competition after a 
ew years. What will they do to meet 
ie challenge? 







» ONDER over this fora moment. In 1950, | number is above 100 per cent because the BIS data 
| the old Imperial Bank of India was ten | includesalltypesof exposures — domestic and cross- 
times bigger than the Hong Kong & | border loans and securities.) 


| 
| 
Shanghai Bank. Since then, the Imper- But the mesh of rules that ERETTE Indian 





ial Bank has morphed into the State | banks is now being dismantled rapidly. India will 
Bankof India (SBD, our domestic banking behemoth. | have a competitive banking market after 2009. For- 
It towers over its competition here. Yet, SBI is todaya | eign banks will have far greater freedom to come in, 
mere tenth of the modern HSBC's size. This nugget | grow and acquire. 

tells us a lot about how Indian banks — just like their The Reserve Bank of India has already drawn out a 
peers in manufacturing — have lost out in the quest | road map for the presence of foreign banks in India. 
for global scale. There is alot that Indian banks have | In the first stage, from 2005 to 2009, foreign banks will 
achieved over the past few decades, from expanding | be allowed to set up wholly-owned subsidiaries as 
their rural reach to cleaning the muck off their books. | well as get greater freedom to set up new branches. 
But they continue to be pygmies in the land of giants. | They willalso be allowed 74 per cent stake in a private 
it didn't matter till now. Indian banks have been | bank that has been identified by the RBI as a candi- 
comfortably wrapped in a protective cocoon for | date for restructuring (a weak bank, in other words). 
many decades. The pygmies had the forest to them- | After 2009, the local subsidiaries of foreign banks will 
selves. A few foreign giants were already in when the | be treated on par with domestic banks, though they 
barriers went up — Citibank, Standard Chartered and | will have to sell at least 26 per cent of their equity to 
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to acquire private sector banks in India. - 
The central bank calls it “a two-track and gradual- 
ist approach". One track is the consolidation of banks 


few more were allowed in subsequently. But all the 
foreign banks were shackled with all sorts of restric- 
tions. In 2003, foreign banks accounted for just 7 per 
cent of the total banking income in the country. The 
annual Businessworld listing of the top financial ser- 
vices companies in India (in terms of income and as- 
sets) puts Standard Chartered at number 18, Citibank 
at 23 and HSBC at 31. 

Or, look at it another way. The Bank of Interna- 
tional Settlements (BIS), a club of the world's central 
bankers, says that the total exposure of foreign banks 
to India in December 2003 amounted to 16 per cent 
of total domestic credit. That is not much lower than 
the Asian average of 18 per cent. But China, where 
| foreign banks account for a mere 3 per cent of total 
domestic credit, has undoubtedly pulled down the 
Asian average. Look at the contribution of foreign — 
banks to some other economies: Korea (16 per ff 
cent), Malaysia (46 per cent), Thailand (28 /4 
per cent), the Philippines (49 per cent), In- 
donesia (31 per cent) and Singapore (186 
per cent). (An explanation: Singapore's 


HSBChave each spent more than 100 years in India. A | the Indian public. And they will have greater freedom 
| 
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in the public and private sectors. The second track is 
e “gradual enhancement of the presence of foreign 
banksin a synchronised manner". 

. The underlying idea is that a competitive banking 
market will lead to efficiency gains that will benefit 
the entire economy. There is still debate in banking 
circles on whether there will be a full-scale invasion 
by foreign banks after 2009. Or, will it merely mean 
that the foreign banks that are already in will expand 
more aggressively than in the past? It is too soon to 
tell. But we must take a few things for granted: foreign 
banks will step up their presence in India within afew 
years. They will challenge the local biggies with their 
global reach, skills, technology and products. They 
will also drive down margins, which are currently 


. among the highest in the world. 



















Notes: * Figures in $ billion Source: Banker, Red Database, CMIE 


Already, just about every foreign bank in India is 


| A ‘straining at the leash. HSBC has already identified In- 
. dia, China and Brazil as the three markets where it 
will focus its energies in the years ahead. “We see In- 


dia as a market with tremendous growth potential,” 
says HSBC group CEO Stephen Green. 

At Citigroup's New York headquarters last month, 
a senior team of global managers drew up a list of the 


most attractive markets in terms of size, demograph- 


ics and growth. “India is one of our focus markets,” 


said group CFO Sallie Krawcheck. Citibank's India 


CEO Sanjay Nayyar was recently quoted in a newspa- 


per asking for more freedom to grow. He told 


Businessworld that Citibank is committed to an or- 
ganic growth strategy in India; it is not too keen on ac- 
quisitions. And Krawcheck adds that "the first choice" 
would be to stay clear of joint ventures, though Citi- 
group is "open to the possibility”. (Citigroup prefers to 
completely own its operations, though in China it has 


a joint venture with the Shanghai & Pudong pereo | 


ment Bank for credit cards.) 

Of course, there are other foreign banks that are 
interested in acquisitions and alliances. ING already 
controls Vysya Bank. HSBC bought 14.9 per cent in 
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UTI Bank in 2003, though the deal eventually got 
caught in a regulatory tangle. Last month, three Sin- 
gapore banks were allowed entry into India and will 
be treated on par with Indian banks. One of them, De- 





velopment Bank of Singapore, has bought a 37.5 per. 


cent stake in Cholamandalam Finance. { There i is 
doubt in Mumbai's financial circles whether the spe- 
cial welcome given to the Singapore banks is in con- 





{BI's roadmap.) 

And there is always some rumour or the other do- 
ingthe rounds about a foreign bank taking a stake in a 
domestic bank. There will undoubtedly be more ac- 
tivity in the months ahead, both from the foreign 
banks already in India as well as others looking to en- 
ter for the first time. (One clue: only four of the top ten 
banks in the world have a significant presence in In- 
dia as of now.) 


_State Bank of india — —  ć 


aiaga nS 


EEE TEENI 


~ Central B T. of india MTS 


SUNeea Eee nat 


nion Bank of india ——— 


Witten ame e ente € 


i | Indian O Overseas Bank 
7 Syndicate | Bank | 


Source: Banker: Prowess Datatiase, CME 


URHSINESSWDORI D 3 5 A THEN 2005 





TPRRRRRPREREPRRERRRRRERRRRRRRERRREE E 


















ory 


HU 


What do the public sector giants, who currently 
have 74 per cent of the banking market, have to do to 
rise to the challenge? Leo Puri, director of consulting 
firm McKinsey & Co, pinpoints three things that the 
public sector banks will have to do before 2009. First, 
they will have to strengthen their capital base. Sec- 
ond, they will have to improve their operating effi- 
ciency since high intermediation costs remain a sig- 
nificant problem in India. Third, they will they will 
have to target new business opportunities that lie be- 
yond the bread-and-butter business like working 
capital and trade finance: personal financial services, 
treasury and risk management. 

Capital is perhaps the most immediate challenge. 
Banks, like all businesses, need capital to grow. The 
BIS decide the amount they need globally. The earlier 
capital adequacy norms, which 
were introduced in the early 
1990s, were simple to under- 
stand. Lending to the private 
sector was risky, and so each Rs 
100 of loans had to be backed by 
a minimum Rs 8 of capital. 
Lending to the government, on 
the other hand, was risk-free, 
and hence did not have to be 
backed by capital. 

The early capital adequacy 
norms were a success. They have 
been implemented in more than 
100 countries, including India. 
Globally, banks are now on a 
stronger footing than before. 
Also, banks with less capital 
would no longer have a compet- 
itive advantage over banks with 
more capital, in the sense that 
better-capitalised banks were 
earlier forced to charge higher 
interest rates to get a decent re- 
turn for the extra capital their shareholders had put 
into the business. 

But there were also some flaws in the Basel I 
norms, which were named after the picturesque 
Swiss town where BIS resides. They focused almost 
exclusively on credit risk and ignored all other types 
of risks a bank faced. Also, the measure of credit risk 
was too crude. For example, a loan to Reliance Indus- 
tries and a loan to a neighbourhood mechanic were 
both deemed to be equally risky and so had to be 
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| backed by equal proportions of capital. 


That's what the new Basel II norms try to address. 


"AEN They ask banks to keep aside capital to cover three 





risks: credit risk, market risk and operational risk. So, 
everything from loan default to computer fraud has 
to be taken into account. And credit risk is dealt more 
sophisticatedly. The risk of a loan is assessed by the 
credit rating ofthe company taking the loan. So a loan 
to Reliance Industries will need far less capital sup- 
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port than before. 

Businessworld quizzed several bankers over the 
past few weeks about what the effects of the new cap- 
ital norms will be on their balance sheets. Most said 
that while more capital will be needed to cover 
market and operational risks, there would be some 
savings on credit risk. Overall, things would even out. 
There would be no big shortfall in banking capital 
right away. 

Are our bankers being too optimistic? Perhaps no. 
Thereare several weak banks that will need capital in- 
fusion. But the strong PSU banks are on a good 
wicket. The real issue is what will happen in the fu- 
ture. The economy is growing at around 7 per cent a 
year and bank credit to the commercial sector is 
growing in excess of 20 per cent. Banks — both weak 
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and strong — will need more capital on their balance 
sheets to ensure the economy is not starved of funds. 

How will banks raise capital? There are several 
logical options — from public equity offers to venture 
capital to selling stakes to large foreign banks. “The 
ability of banks to raise capital has increased and 
there are many people out there ready to invest," says 
Ananda Bhoumik, senior director with credit rating 
agency Fitch Ratings. However, each option is riddled 
with problems. The biggest problem is that the gov- 
ernment stake in the PSU banks cannot come below 
51 per cent. The previous government had done the 
initial legislative spadework to bring this floor down 
to 33 per cent. But internal opposition as well as 
threats from the Left is tying down the United Pro- 
gressive Alliance (UPA). It seems unlikely in the cur- 
rent situation that there will be aggressive divestment 
in the banking sector. 

Already, most of the best PSU banks have seen 
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their government holdings come close to 51 percent. 
There is still some scope for raising money from the 
stockmarket, but that option is fast running out, The 
government now has essentially two options. One, it 
quickly passes a Bill to get its stake in the PSU banks 
` down to 33 per cent. Two, it allows banks to raise 
j money from outside strategic investors and puts in 
an equal amount of money from its own kitty. That 
Way, banks can get capital without the government 
| Stake coming down in percentage terms. Of the two, 
| the first option is the more rational but politically un- 
feasible. (Of course, a third option — full-blown pri- 
vatisation — is unmentionable. Finance minister P. 
Chidambaram recently said that PSU banks would 
never be privatised.) 

Meanwhile, there is a lot of excited talk about 
mega-mergers among public sector banks. The fi- 
nance minister is obviously 
very keen to consolidate the 
| domestic banks. The idea is to 
-| give them the muscle to take on 

the global banks that are lying 

in wait just around the corner. 
Equity investors and invest- 
ment bankers have been lick- 
ing their chops in anticipation 
of huge profits and fees that will 
come in the wake of a wave of 
the super-mergers. While this 
magazine agrees with the need 
to consolidate the domestic 
banks to prepare them for 
2009, we believe there are some 
issues that are being ignored 
amid the euphoria. 

_ This survey will raise three 
Such issues. First, will mega- 

consolidation harm the inter- 
| ests of consumers? Let's take a 
look at the data on concentra- 
tion of power in the banking sector in India and in 
other countries. Indias top five banks account for 41 
percentofthe deposits and 44 percent ofthe assets of 
the banking sector as a whole. In the US, the top five 
| banks have 29 per cent of deposits and 30 per cent of 
assets. In the UK, itis 24 per cent of deposits and 23 
per cent of assets. This means that banking power is 
far more dispersed in these two countries than it is in 
India. Japan is more like us: its top five banks control 
46 per cent of deposits and 46 per cent of assets. Of 
. course, there are other markets that have more mar- 
raj ket concentration: Brazil (63 per cent and 54 per 
cent), France (70 per cent and 60 per cent) and Mex- 
ico (80 per cent and 80 per cent). 
The interesting thing is that the countries where a 
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| sector are often those with weak banking systems. 
| The US and the UK, perhaps because of greater com- 
petition, have stronger banking systems. The point is 
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IS THERE A CASE FOR 
BANK MERGERS? 


Share of five largest banks - 
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few mega-banks control large parts of the banking | 





asimpleone: whileitisfashionabletotalkofbigbang - 
mergers, we must ask ourselves whether competition - 
will be enhanced or reduced by these mergers. What 
will these fancy marriages mean for the depositors 
and the borrowers? DOR» 57 
The obsession with size has often blinded banks 
the world over from the harsher realities. While there 
are clear economic advantages in the quest for size, it 
is also good to remember that size is not the panacea 
for all problems in a banking system. Take Japan. In 
the 1980s, Japanese banks regularly scorched their 
way to the top of the industry league tables. They were _ 
the biggest, and hence, presumably the strongest. 
The consensus has turned: now it is common knowl- 
edge that Japan's banks are rotten to the core. Part of 
the problemis their overpowering size. 
This survey is not arguing against the need for 
bank mergers. There is ample 
| scope for consolidation in the 
.. Sector, especially in the small, 
. weak and regional banks. It is 
the details that need to be ar- 
gued out. 
_  .Says Bhoumik of Fitch Rat- 
ings: “We must first get clarity 
_on why we want bank mergers. 
_ ‘Ideally, they should: create 
value for the shareholders.” A 
senior banker says that while 
the government is keen on 
mega-mergers between the gi- 
ants it owns, it is more likely 
that we wil see smaller, 
ground-up mergers that will be 
driven by market considera- 
tions. Last week, Centurion 
joined hands. This is the more 
likely type of consolidation we 
will see in the months ahead. 
This survey started out with a rather simple asser- 
tion: Indias economy cannot keep growing at 7 per 
cent a year unless there is another round of banking 
reforms. It is unfortunate that the public debate has 
been debased — it has not gone beyond the issue of 
foreign investment in the domestic banking sector. 
and the brave intention of creating mega-banks in - 
the public sector. n 
These are important issues, no doubt. But the 
core issue, as always, is this: will India have a more ef- 
ficient and competitive banking market after 2009? 
We need solid forts on the ground rather than impos- 
ing castles in theair. B 
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To download the banking survey in PDF format 
wwww.businessworldindia.com | 
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S part of his government's quest for re- 
_ forms with a human face, finance min- 
, ister P Chidambaram has been leaning 
| heavily on banks to lend more to the 
| i | farm economy. He has publicly directed 
| them to double rural lending in three years. The 
| banks seem to be on course to meet that target. And 
the government is now expected to try to push banks 
| to lend more to the small and medium enterprises 
(SMEs) as well. 
The great irony is that, perhaps, there is no need 





for these obtrusive missives from New Delhi. Some of 


foreign banks — have been busy over the past couple 
of years trying to increase their lending to agriculture 
.| and SMEs, many months before it became a fashion- 
| able subject in policy circles. Of course, it is not going 
to be an easy job. Lending to these two sectors can be 
both profitable and risky. It will be a test of the bank- 
| ing industry's skills, 
Why are banks trying so hard to lend to the small 
guy, especially when the corporate big boys are on the 
| cusp of spectacular growth? There is an uncharitable 
| explanation: banks are announcing pious intentions 
| merely to keep a bleeding heart government at bay. 
Thankfully, that's not what it is actually all about. The 
real reason: Indias biggest and brightest companies 
have cut their dependence on bank finance. Today, 
they are more likely than ever before to either use in- 
| ternal cash or borrow from global bond investors. The 
| umbilical cord that tied them to the domestic bank- 
f ing system has been cut. 
.. The quest to lend to agriculture and SMEs is, in 
n any ways, a quest for alternatives to good old cor- 
-porate banking. Foreign banks like Citibank, Stan- 
-dard Chartered and HSBC have already carved out 
“special business units for SMEs. Private sector banks 
like ICICI Bank and HDFC Bank, too, are aggressively 
-wooing small companies. And some of the same set 
M — ICICI Bank and Citibank are the most widely 
known examples — have been enthusiastically 
reaching out to farmers as well. 
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In comparison to these upmarket pioneers, the 
public sector giants have been curiously slow to smell 


the opportunity. 





But what exactly is the opportunity? At first 
glance, the very idea seems to reek of insanity. SMEs 
are not exactly in the pink of health. India is littered 
with small and inefficient manufacturers who existed 
only because hundreds of products had been exclu- 
sively reserved for them. Successive governments 
have cut these reservations down to the bare mini- 
mum. Hence, large manufacturers have walked into 
previously protected markets. icio have added to 
- the damage. 

On the other hand, funis continue to get 
steadily impoverished byan outdated system. It is a 
vicious circle. Landholdings are shrinking. Productiv- 
ity is stagnant. Farmers continue to plant crops not 
knowing: what price they will get for their work. There 
is no national market for agricultural commodities, 
Exports are frowned upon. Forward markets are at a 
nascent stage. 

So why do bankers want to leave their cool offices 
to sweat it outin these two areas? The answer: the po- 
tential. There is change in the air. The SMEs who have 
survived the bloodbath are often those wh Dare part | 
of global or national supply chains. The ; 'twork — 
against the big companies, but with. them. And the 
first serious attempts (after the Green evolution of |. 
the 1960s) to reform Indian. agriculture are also un- 
derway. Both add to the lure ofSME and farm finance. 

It's early days, yet. Though Citibank already has a 
$1 billion SME loan book and ICICI Bank has agricul- 
ture loans in excess of Rs 600 crore, banks are far from 
reaching deep into the two markets. “I would still not 
say that lending to the entire agricultural sectoris . 
profitable. But slices of it are ci mcd red | 














FARM ECONOMY 


{} HDFC BANK 
says Paresh Sukhtankar, head of credit and 


market risk at HDFC Bank. And he adds: Large part of our SME franchise is on the sup- 





SME universe.” 

The challenge is to figure out which parts 
are safe to lend to and then see what banking 
products can be offered. It’s not as simple as 
it sounds. Traditional business models may 
have to be turned inside out. In a presenta- 
tion that I attended recently, ICICI Bank ex- 
ecutive director Nachiket Mor pointed out 
some of the differences between conven- 
tional rural banking and ICICI Bank's ap- 
proach. It involved four major transitions: 
from branch-based banking to hybrid chan- 
nels (including micro credit groups); from 
manpower-intensive to technology-inten- 
sive delivery; from a product-driven to a cus- 
tomer-driven approach; and from single 
products to multiple products. 

Underlying these assumptions is a radi- 
cally new approach to SME and agriculture 
finance. Till now, bankers lent to these two 
groups to meet their “priority sector" targets. 
(In fact, within the priority sector limits, the 
banking sector as a whole has been cutting 
back on the credit given to SMEs, while agri- 
cultural lending has stagnated. This, of 
course, is in percentage terms). If there were 
losses as a result of lending to the priority 
sector, then so be it. Now, banks no longer 
consider profits to be a mere afterthought. 
The lending to small and medium enter- 
prises, and farmers has to be profitable. 

One part of the new strategy is to ap- 
proach the problem differently. Rather than 
look at individual farmers and SMEs, banks 
are looking at funding the complete supply 
chain. ^We have built a large part of our SME 
franchise on the supply chain model," says 
HDFC Banks Sukhtankar. ^SME and agricul- 
ture finance is best done through geographi- 
cal clusters and industry specialisation," 
adds YES Bank CEO Rana Kapoor. 

He gives us the example of a new branch that is 
being opened at Nashik. ^I have to look at this branch 
in a different way than a branch in, say, Tirupur,” says 
Kapoor. The area around Nashik has certain compet- 
itive hallmarks. It has many small companies that are 
suppliers to larger companies like Mahindra & 
Mahindra. This is also an area rich in horticulture and 
wineries. “The branch here has to be designed to 
cater to this specific area. You cannot get into generic 
lending models." 

There are a host of other changes that will be 
needed as well. Kapoor says that the branch manager 
will have to emerge as a community leader who can 
reach out, just as some public sector branch man- 
agers are. Mor believes that technology (such as Inter- 


“The same applies for some parts of the — ply chain model, says HDFC 
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You cannot get into generic lending models, Bac 
says Yes Bank CEO Rana Kapoor e 


net-enabled kiosks) will be essential to reach out to 
villagers who are miles away from a bank branch. One 
consultant talks about the need to destroy the prod- 
uct silos that comes in the way of deeper moves into 
SME and agricultural territory. And, of course, a 
whole new set of financial products need to come 


into the market — from securitised SME portfolios to 


weather insurance. 
It is going to be a huge challenge before our banks 
can become the Gods of small things. 
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How was the deal 
to split India’s 
largest business 
empire struck? 
And what’s the 
way forward? 

By T. Surendar 





AST week, an air of tension hung low over the 
fifth floor of Sea Wind, the residence of the Am- 
banis in South Mumbai. The pre-monsoon air 
hung thick over what's known to the residents 
as the Poolside. On the lawns around the 
swimming pool on this floor, the Ambanis en- 
tertain important guests and hold family parties. Apart from 
the mother’s flat on the tenth floor, the Poolside was also the 
only meeting ground for the larger family. 


But the meetings held there last week were different from | 
any that the place had hosted ever before. They were about | 


dividing the empire that built the house. They were about 
the Final Settlement of the Ambani saga. 

On Monday the 13th, the brothers Mukesh and Anil be- 
gan long parleys alternatively with their mother Kokilaben 
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| Ambani and ICICI chief K.V. Kamath to draw up the final for- 
| malities. For the next three days, for over 12 hours a day, Ka- 


math and his team met representatives of the two brothers 


| tothrash out the fine print. In all, a dozen-odd people were 


present at any time. Mukesh's consul Zia Mody and Anil's 
consul Cyril Shroff were present all the time. By the end of it, 
they had drilled down an enormous amount of detail. Which 
companies will have the right to use the Reliance logo? Im- 


| portant executives were also asked one final question: which 
brother would they like to work for? 


On Friday the 17th, the brothers, their mother Kokil- 
aben, and Kamath started the final round of discussions at 
about 2 in the afternoon. Finally, at around 3.30 the next 
morning, the brothers reached the historic agreement to 
split the family business and part ways at one of the four 
meeting rooms on the Poolside. At 5.00 a.m.,Kokilaben's 
statement declaring the settlement was faxed to the media 
(See the letter on page 48). 

The settlement itself happened along the lines of what 
had been speculated in the media over the last few weeks. 
Mukesh would get the groups oil and petrochemicals busi- 
ness. He keeps Indias largest private sector company, Re- 
liance Industries, and the downstream petrochemical com- 
pany they bought from the government, Indian 
Petrochemicals Corporation (IPCL). Anil will get the busi- 
nesses he initiated the group into — Reliance Capital (RCL) 
and Reliance Energy (REL), as well as Reliance Infocomm, a 
company started and partly owned by Mukesh. 

Mukesh will continue to operate from Maker Chamber 
IV, the current headquarters of the group in Nariman Point, 
whereas Anil will shift to Reliance Centre in Ballard Estate, 
also in south Mumbai. 
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Since Anil wanted to completely separate his businesses 
from his brother's, the settlement was given the following 
broad contour. Currently, Reliance Industries holds stakes in 
the three companies that are going to Anil — RCL, REL and In- 
focomm. The family holds 34 per cent in Reliance Industries 
and Anil is entitled to half of this stake legally. As per the settle- 
ment, Mukesh will swap his portion of the indirect stake in 
these three companies in lieu of Anil's part of the stake in the 
flagship, Reliance Industries. 

Now, the value of Anil's stake in Reliance Industries, at 
Rs 15,500 crore at the present market prives, far exceeds the 
value of Mukeshs indirect share of Rs 1,200 crore in the two 
listed companies. To partly compensate for that, Mukesh will 
also transfer his family's 45 per cent stake in the unlisted Re- 
liance Infocomm to Anil. It is also rumoured that Mukesh is 
paying Anil an estimated Rs 6,000 crore- 10,000 crore in cash 
from personal resources. 

Afew months ago, as a prelude to the settlement, RCL sold 
its stake in IPCL at cost to a company controlled by Mukesh. 
And finally, Reliance Industries' investment in Infocomm's 
preferential equity will also be divested by Mukesh. At the end 
of it, the two brothers and their companies will have no 
crossholdings. 

At last Sunday's press conference, Anil parried a question 
on what the relation between Reliance Industries and his own 
companies would look like. ^I don't know what you are talking 
about, man. My shoe size is nine," he quipped. 


N the face ofit, it may appear that Anil has got a bad deal. 
After the settlement is through, Mukesh's direct stake in 
Reliance Industries and indirect stake in IPCL would be 
worth Rs 31,705 crore (at current prices), whereas Anil's stake 
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the two listed companies REL and RCL will be worth Rs 2,495 
crore. In addition, Anil will hold xx per cent in Reliance Info- 
comm (including Mukesh’s indirect stake). Though accord- 
ing to analysts’ valuation of Infocomm at $6 billion-1 1 billion, 
Anil's stake in it comes to Rs 15,000 crore-30,000 crore or so, 
he really can't encash any of it until Infocomm is listed. It 
wouldn't also bring much by way of dividends, as the Info- 
comm business is yet to report profits from operations. 

Does all this amount to a fair deal? Merchant bankers say 
Anil has managed to wrangle a "respectable" deal. To start 
with, Anil didn't anyways have much of a say in Reliance In- 
dustries, which was run by Mukesh. This also meant that 
though he was running REL and RCL, since Reliance Indus- 
tries held substantial stakes in them, Anil was answerable to 
Mukesh and had to seek his permission to expand or invest. A 
family agreement and Hindu succession laws gave Mukesh 
the powers to run the business as he pleased. In that set-up, 
Anil was broadly expected to follow his brother's orders. Of 
course, Anil had one right. If he wanted to legally separate 
from his brother, he could have pressed for his share of the 
family’s stake in Reliance Industries. 

But to do that, Anil would have had to go to the civil courts. 
Given that a web of 400 privately-held companies hold the 
family’s 34 per cent stake in Reliance Industries, legal experts 
say that the process would have taken years. Further, Kokil- 
aben did not favour this option, as it would have diminished 
the family’s control over Reliance Industries and the monies 
accruing to the joint family pool, which included her two 
daughters and grandchildren. Taking his share from the fam 
ily also did not suit Anil's ultimate purpose — to have a free say 
in the businesses he ran. Mukesh would still continue to head 
Reliance Industries. Anil, advised by Kokilaben and Kamath, 
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When Delhi stepped in 


HE Central government worked hard behind the 
scenes to push the feuding Ambani brothers 
towards a settlement. Sources admit that there 
was considerable anxiety in the political 
establishment that a prolonged battle would take a 
toll not only on the financial system, but on the 
political system as well, especially given the links 
between politicians of all hues and the Ambanis. 

The government applied pressure at several 
levels. P. Chidambaram, as finance minister, held 
several discussions with the brothers individually. So 
did representatives from the prime minister's office. 
But as the feud spilled onto the public domain, with 
allegations of benami transactions flying thick and 
fast, Sonia Gandhi herself stepped in. 

According to sources, she had sent a stern 
message to the brothers some weeks ago through 
Ambani family friend and Congress MP, Murli Deora. 
The brothers were urged to stop bickering publicly 
and resolve their differences quickly. She is also 
believed to have put to work another old family 
contact, defence minister Pranab Mukherjee. He 
was asked to leverage his status as “uncle” — 

that's what the brothers call him because of 
his close association with their father, 
Dhirubhai. Mukherjee, say sources, met the 
two brothers and their mother individually. 

Just before Sonia left for Russia, Mukesh is 
said to have met her and assured her that a 
CE settlement was at hand. 

The government had two 
major concerns. One was the 





political leaders, the government 

was keen to end the controversy at the earliest. 
Significantly, one of the first things Chidambaram 
said on television when news of the settlement broke 
was that there was no need to continue the inquiry. 
Predictably, the declaration was met with a 
cacophony of criticism from the government's leftist 
partners. But the cat was already out of the bag. 
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was thus forced to look for an alternative. 

There was much iteration before the final settlement. At 
one point, since Reliance Industries threw up over Rs 7,000 
crore in cash annually, Anil felt that havinga piece ofthe cash 
machine was imperative for his growth ambitions. 

He even suggested that Reliance Industries' oil and 
petrochemical businesses should be demerged, and that he 
should get the petrochemical business, including IPCL. For 
this, his logic was that these businesses are separate the 
world over, and even companies like Shell have been de-fo- 
cusing from petrochemicals. He also knew the business well, 
having set up the distribution network across the country. 

Kamath was strongly against this move — for just one 
reason. In the last two years, the cash flow from the business 
has been increasing steadily because of higher global petro- 
chemical prices. This cash was required to fire Reliance In- 
dustries investments in gas and exploration, and to buy oil 
businesses abroad. Demerging the business now would be 
unfair to Reliance Industries shareholders and would cast a 
bad impression on India's most widely held company. 

Anil backed off, as he also found that the legal and taxim- 
plications ofthe deal could cost RIL shareholders (including 
him) dearly. Slowly, Anil moved from demanding an empire 
of equal size to calling for a solution that would leave with 
equal wealth and cash flow to his family from dividends, etc. 


E ARLY on, Anil hit a major roadblock. He realised that the 
companies he ran — REL and RCL — were not big 
enough to compensate him for his stake in RIL. And Mukesh 
did not have enough money of his own to buy his RIL stake 
entirely. In late February, Anil was runninga campaign in the 
media on how Mukesh and his associates had given RIL 
shareholders a bad deal by subscribing to Info- 
comm shares at an exorbitant price. Mukesh 
and his associates had bought the shares at Re 1 
per share, whereas RIL, an original investor, had 
to pay Rs 250 per share for a part of its stake. 
Without much room to manoeuvre, Mukesh is 
then said to have offered Infocomm to Anil. As 
Anil had not disputed Infocomm’s valuation 
openly, the offer was lucrative. 

Still, one problem remained. If he gave away 
his RIL stake, Anil would not have access to his 
share the Rs 250-odd crore the family makes 
every year as dividends from Reliance Industries. 
There would be a sharp drop in his cash flow. 

It would be some time before the Infocomm 
business started paying decent dividends, and 
it would also take a while to list the company 
and encash his stake. After spending weeks on whittling 
down the valuations of Infocomm (a newspaper reported 
that Infocomm was incurring losses), Anil is understood to 
have bargained for cash. That would compensate him for 
the difference in valuation between his RIL stake and the in- 
direct stakes that Mukesh would give him. It would also 
help his immediate cash flow situation. The dividend in- 
come mattered a lot — Anil's personal wealth, as given in his 
submissions at the time of becoming a member of Parlia- 
ment, was Rs 220 crore, much of which would have come 
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from the dividends. 

Anil had his doubts 
about the deal even a month 
ago. Though he would get to 
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The Ambani family at their house, Sea Wind: 
(L-R) Neena, Kokilaben, Anil, Mukesh and Dipti. 
(Below) The letter Kokilaben sent out at 5 a.m. 
on 18 June, soon after the settlement 


3 yid the deal has been accepted in princi- 

ple by the two brothers, the finer details may 

take months to tie up. For example, the rules allow 

for business divisions to be hived off and listed sep- 

arately. For example, Larsen & Toubro hived off its 

cement division and issued shares in proportion to 

its existing shareholding pattern. Lawyers say it isn't 

yet clear whether market regulator Sebi would al- 
lowthe same for investments. 

In this case, RIL plans to hive off its sharehold- 

ing in REL, RCL and Info- 

comm into a special pur- 

pose vehicle (SPV). This 

SPV will issue shares to Re- 

liance Industries share- 

holders in the proportion 
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run his own empire, Anil 
knew that Mukesh would call 
the shots on the empire's 


of their original holdings in 
each of these companies. 


g^ Mumbai 
buie By doing so, RIL expects to 





growth plans. With RIL's 
cash flow projected at 
over Rs 35,000 crore 
over the next five 
years, Anil knew 
Mukesh could easily 
invest up to twice that 


With the blessings of Srinathji, I have today 
issues between 


amicably resolved the 
my two sons, Mukesh and Anil, keeping in mind the 


proud legacy of my husband, Dhirubhai Ambani. 


1 am confident that both Mukesh and Anil, will resolutely uphold 
and enhanc- 


the values of their father and work towards 


Ing value for over 3 million shareholders of the Reliance Group, 
which has been the foundational principle on which my husband 


built India’s largest private sector enterprise. 
Mukesh will have the responsibility for Reliance 


and 


Save Capital gains tax, as it 
would not be changing the 
ownership of the three 
companies. Similarly, a 
family agreement between 
Anil to transfer his rights on 
RIL shares and Mukesh 






amount to multiply 
the size of his busi- 
nesses and add new 
ones too. Says an insider: 
“Every time, Anil would 
come up with a new demand 
and buy a few more days." 

All the dallying changed 
when Kokilaben stepped 
into the settlement ring 
three weeks ago. Early on in the deal, after Anil had accepted 
that he couldn't wrangle Reliance Industries away, he was 
willing to accept any settlement his mother thought fair. Af- 
ter one briefing from Kamath late last month, Kokilaben 
gave the two brothers an ultimatum. She wanted her sons 
to quickly settle the issues among themselves — the im- 
passe was getting unbearable at home. As the brothers con- 
sciously avoided each other, the tension was palpable in Sea 
Wind as well. 

She then worked with Kamath to draw up a road map 
and mark a deadline for the deal. By then, Kamath, the two 
brothers, and their respective teams had already worked on 
numerous possible scenarios. Many a time, legal hurdles 
scuttled the possible manoeuvres. For one, Mukesh could 
not simply hive off his investments in REL and RCL, as they 
were already listed. If he did so, RIL would have to pay capi- 
tal gains tax on any profit made over the current share 
prices ofthe two companies. 


combined with my 


Koluna. D tween: 
KOKILABEN D. AMBANI 


Industries 
IPCL while Anil will have responsibility for Reliance Infocomm, 
Reliance Energy and Reliance Capital. 


My husband's foresight and vision and the values he stood for 
gs will guide them to scale new heights. 





passing on his Infocomm 
shares to Anil will attract no 
tax under the current rules. 
Says Anil Ambani: "It will 
be nine months to a year 
before the settlement is 
legally over with." 

The two brothers al- 
ready appear to have put 
the settlement behind 
them. At about 9:30 a.m. on the morning of the settlement, 
the two brothers went up to the 10th floor ofSea Wind to seek 
the blessings of their mother. Mukesh arranged for RIL's 
board meeting, which Anil didn't attend, having handed in 
his resignation earlier. 

Shortly after that, Anil left for Tirupati with his family and 
arrived on Sunday the 19th to attend the board meetings of 
REL and RCL. By that evening, it was back to business as 
usual. Anil announced that he was investing over Rs 3,000 
crore to subscribe to the preferential issues of the two com- 
panies. He even floated an open offer to buy more shares of 
RCL. At the press conference that Sunday evening, Anil laid 
out grand plans for RCL. “Reliance Capital has the potential 
to bea financial powerhouse,” he said. 

On Tuesday morning, Mukesh addressed his employees 
at Maker Chamber IV to put the settlement out of their 
minds and focus on the task at hand. “We have lots of work to 
do now,” he said. ii 
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IN July last year, Businessworld 

did a cover story, ‘The Mutual Fun 
Industry’, pointing out how mutual 
funds in India were short-changing 
the retail investors and how the 
industry regulator — the Securities 
Exchange Board of India (Sebi) 

— was doing nothing to discipline 
the fund houses. 

The industry association — the 
Association of Mutual Funds in India 
(AMFI) — wrote us a long letter 
disputing our conclusions. The more 
interesting reaction to the story, 

_ though, came from the industry 

regulator. Sebi sent us a 26-page 
letter and also issued a pressrelease 
arguing that the magazine failed to 
“appreciate the robustness, 
dynamism and responsiveness of the 
regulatory framework in India.” It 
took no steps, however, to address 
any of the issues that had been 
raised in the story. 

That could change now. The new 
chairman of Sebi, Meleveethil 
Damodaran, understands the 
mutual fund industry rather well, 
having spent a couple of years as 
chairman of UTI Mutual Fund before 
taking up his present assignment. 
More importantly, while he was with 
the UTI, Damodaran had made no 
bones about the fact that he was 
opposed to several of the practices 
followed by the mutual fund 
industry. And at a recent fund 
industry conference, Damodaran 
reiterated much the same views. 

BWs caught up with 
the Sebi chairman to discuss the 
context and contours of his multi- 
pronged strategy to make mutual 
funds safer for small investors. 


The media has gone to town with 
your recent statements on the funds 
industry. What’ really on your mind? 

W The media has used very strong 
words. Somebody said I lambasted mu- 
tual funds, gnashed at them, etc. I was 
seeing myself as (someone) more physi- 
cally active than I am. (Laughs) Most 
media have not been accurate about my 





quotes. I keep saying: ‘Iam entitled to 
my mistakes, but I don't have to own 
other people's grammatical errors,’ 

The mutual fund industry has done 
some good work — let's give them 
credit. The impression that I am 100 per 
cent dissatisfied with them is incorrect. 
It's not easy to raise money from the 
average Indian investor for mutual 
funds because they don't have such 
a great track record. It's not just the Unit 
Trust of India! The sponsors of all those 
who offered assured return schemes — 
Canstar, Bank of India, GIC, you name 
it — had to write cheques to bail 
the schemes. So because of that, getting 
the investor back is a problem they 
have raised. 

My complaint is this. Some of the 
best minds in Indian finance are in the 
mutual fund industry. Given the skill 
sets and the knowledge levels that re- 
side in the industry, given the fact that 
there is a lot of investible money in this 
country, the missing input issomebody 
credibly explaining to people that this is 
a vehicle for investment. 

We say: 'Mutual fund investments 
are subject to market risks.' When you 
use the word 'risk' to someone who 
doesn't fully understand its connota- 
tions, he sees it as the 100 per cent op- 
posite of safety. My point is, when we 
say market risks, we should explain 
what we are talking about. We should 
explain ‘what markets are; how markets 
have moved; in the short term, you 
could see some value diminishing, but 
that doesn't mean an actual loss; if you 
are there for the long term, there are oc- 
casions when you can leave...’ 

But when you simply say ‘market 
risks, people are thinking: This (mutual 
fund) is risky —a bank deposit is safe. So 
I'll put my money in debt. You need to 
explain the tradeoff to them: after fac- 
toring in tax and inflation, you are get- 
ting practically nothing even at the 
bank. Here, even though I can't guaran- 
tee that my future performance will be 
like my past performance, over time, 
this is how performance has been. This 
is a growing economy — I'm not saying 
put 100 of your 100 rupees here. If 
you have the risk-taking ability, you 
can put in Rs 10-15. 

Are we communicating this in ade- 
quate detail to the guy who's coming as 
a first-time investor in the market, who 
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for the first time has money to spare 
which he doesn't want to put in a bank? 
No, and I believe this is a huge task. I'm 
certain, with their skill sets, mutual 
funds can do it — instead of battling for 
market share in and around Bombay 
and Delhi and wherever. 

Advertisers have learnt. Why is non- 
English, local advertising suddenly 
looking good? Because people have re- 
alised that there are people with money 
to spend. They are not looking at an 
English-speaking target audience or an 
All-India audience. 

5o the industry is not getting that 
money. And that's because of another 
point I made: who is deciding where the 
money should go? It's the distributor 
whos deciding. Distributors are asking 















if it is cost-effective for them to go | that towards February-end in a calendar 


deeper. So long as distributors drive the 
business, it will be a round trip. Their ex- 
tra money will come from churn, not 
from additional investors. 


This is one of the rare times that 
someone from the industry is occupying 
the post of Sebi chairman. This is a great 
opportunity to do a meaningful 
regulatory overhaul. 

@ There are several issues we are look- 


ing at. We have had detailed interactions | 


with Amfi. There was one very odd thing 
that I had pointed out. Every two mon- 
ths, the asset management company 
was supposed to give a report to the 
trustees. Every three months, the AMC 
was to give a report to Sebi. This meant 





year, you report to trustees; March-end, 
you give a report to Sebi; April-end, you 
report to the trustees again. 

So your March-April report had 


| some portions of February-March sub- 


sumed in that. It was done by two differ- 
ent sections at two different points of 
time. This didn't need too much think- 
ing. Now, there will be just one report to 
trustees and Sebi every two months. 
The other thing we did was this 
famous 20-25 rule (a rule that mandates 
schemes to have at least 20 investors, 
none of whom can hold more than 25 
per cent of the portfolio). Sometimes, 
the road to hell is paved with good in- 
tentions. The intentions behind the rule 
were honorable: it was that you should 


Interview with Sebi chairman M. Damodaran 


‘We dont 
want the 
tail to wag 
the dog’ 
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not have one large investor whose sud- 
den exit may lead to selling to redeem 
that money, and thus depress the net as- 
set value of the scheme. So it was said 
that we cannot have those schemes. 

But you already had such schemes. 
Now if you said close those schemes, 
then their portfolios would have to 
be liquidated. Who suffers? All the small 
investors also suffer. Theoretically, the 
rule was done to protect the small guy — 
but it calls for schemes to be closed 
down, instead of saying that we wont al- 
low you to float fresh schemes. 

Somewhere, we need to get a fix on 
this. It is better to tell an investor: “Look, 
this scheme has one chap sitting with 25 
per cent ofassets.” Ifinvestors are puton 
notice, that is good enough. Investors 
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should know that a scheme has 1,000 in- 
vestors, of which the top 10 guys hold, 
say 40 per cent. If all these 10 guys leave 
at the same time, there could be a prob- 
lem. The investor can then take an in- 
formed call if he wants to put his money 
there. Instead of doing that, if you close 
the scheme, it creates problems. 

We have done Stage One now. Under 
schemes, there were different plans that 
were subject to the rule. We said: let's 
shift that to the scheme level. By now, 
most of those schemes are over, but the 
problems of some residual plans have 
been addressed. 





E So, disclosures are the way forward? 
Bi The investor must know. You must 
tell him the pattern of your investor 
base, and what it implies for him. The 
other point I am trying to 
make is to distinguish be- 
tween data and information. 
I need to be informed but I 
don't need data overload. If 
Im a first-time investor, 
somebody comes to me and 
says: "Read the offer docu- 
ment carefully before invest- 
ing”, and gives me a 40-page 
document, l'll tell him to take 
a walk and put my money in 
the bank. I have other things 
to do in life than to read this 
offer document. 

Ihave asked Amfi to work 
on this and evolve a system 
with us, where whatever 
doesn't change and is less material (can 
go). For example, the names of trustees 
don't change with each scheme. But it 
is material. So we will insist that you 
mention it. But there might be 10 
other things in every offer document to- 
day, which are not changing. And yet, as 
far as investor information is con- 
cerned, they are not that critical. We are 
saying let all that be available some- 
place, but it doesn't have to be part ofthe 
offer document. 

Amfi is the industry representative. 
If we tell them and them alone to work 
on this, they will knock off everything 
inconvenient and come up with a one- 
page document. This won't address 
investor requirements and legal requi- 
rements. So we are also telling some 
people, who represent investors, to 
tell us what we can do without in those 








offer documents. 

When we get both these inputs, we 
will ask our lawyers and a couple of out- 
side lawyers if it meets the requirements 
of all relevant information being avail- 
able, without there being excessive data 
which puts people off. It's a tough task, 
but we'll get there over time. If I have 
Rs 10,000 to invest and you ask me to 
read 60 pages for that, why would I do it? 


E So these are the early parts of your 
reform strategy? 

S There are steps towards scheme sim- 
plification. Take portfolios of publishing 
schemes every six months in a newspa- 
per. When I was UTI chairman, we had 
to bringouta28-page supplement. Who 
reads it? I may be invested in only one 
scheme, but why should I read 28 pages? 






It costs money and who pays for it? You 
may say: “The asset management com- 
pany pays for it.' But ifthe AMC didn't 
have to pay for it, it might reduce the fee 
it charges investors, isn't it? 

So we are looking at this: can we say 
that in a particular holding, if there has 
been more than, say, 10 per cent varia- 
tion, then those will be mentioned and 
all earlier holdings haven't varied that 
much? You can separately mention 
holdings you completely exited or 
bought. We are trying to see if we can 
rationalise this to some extent. 


E What about another prickly issue for 
the industry: rebating? 

8i Here again, it is a very facile view to 
take that "distributors are doing it, so 
you regulate distributors". We can't go 
out regulating everybody in all walks. 


En? 


“If somebody Says: 


INTERVIEW 


We are telling the industry that these 
distributors are your agents. You are the 
principal, and the principal is responsi- 
ble for the activities of its agent. 

So if he’s selling your product and 
doing something wrong, if it comes to 
our notice, we will put you on the mat. 
The fund is a regulated entity. Therefore, 
it is your job to ensure that there are no 
unhealthy practices. If we get evi- 
dence... we can't get evidence in 500 
cases, but if we get evidence in five cases 
and take exemplary action, the rest will 
fall in line. 





E But there is a section which says 
rebating should be legalised... 

ii Why do people invest in anything? 
The guy who comes and sells you post 
office deposits straightaway tells you: 
“TIl share half my commis- 
sion with you." Many people 








compare these commission 

EVE rates. They are not looking at 

Read the offer the investment, but at the 

document carefully cash they will get for making 
DE ineetinct | that investment. 
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Insurance was sold as a tax 
savings measure and not as 
a cover initially. Now, they 
are being sold as investment 
products. The insurance 
part has become incidental. 
Sales agents of insurance 
push products because 
they earn, say, 25 per cent 
commission in the first year, 12.5 per 
cent in the next year, and so on. 

The minute you introduce rebating 
in mutual funds, this kind of business 
will come in. We are saying compare 
fund performance, compare track 
record, and look at your risk appetite. 
But all those considerations will go — it 
will (just) depend on who is giving how 
much passback (a share of the agent's 
commission). We don't want the tail to 
wag the dog. 


E But have you got any evidence yet? 

E There is some. There is. We don't 
want to just hit somebody hard. We will 
put somebody on notice, explain to 
them first that you guys are responsible 
for your agents. If we find persistent 
misconduct, then we will come down 
with a heavy hand. a 
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 EDICAL representatives 
selling branded antibiotic 
syrup Suprax in the US are 
a dejected lot. They have 
been venting their frustra- 
: tion at an online message 
board for nearly a year now. Among 
“their gripes: doctors aren't writing the 
brand, pharmacies aren't stocking it, 
and health insurers arent paying for it. 
In effect, it's just not moving. 

The brand belongs to the Rs 1,161- 
crore Lupin, a globally recognised 
player in tuberculosis drugs. "Physi- 
<- Clans welcomed the brand. But they 
^ didnt write it fast enough," admits 
> Vinita Gupta, director of Lupin. Suprax 


< jected $34 million. To add 
-.. to the woes, US company 
Allergan didn't renew its 
contract with Lupin for 
marketing its antibiotic Zy- 
. mar. The deal could have 
. covered some of the costs 
. ofselling Suprax. 
Lupin is not the only 
“Indian pharmaceutical 
company facing tough 
times in the US. In April 
this year, Ranbaxy Labora- 
tories informed analysts 
-that it had stopped pro- 
. moting two prescription 
. drug brands in the US. The 
.products had looked 
pretty promising. But a 
year after their launch, In- 
-dias top drug maker felt 
© that Dispermox, a dis- 
 persible antibiotic, and Ri- 
omet, a syrup for diabetics, 
















: ta clocked sales of $6 million in its first year | 
-on the market, a far cry from the pro- | 





did not warrant the marketing bills they 
had totted up. 
Ranbaxy president (pharmaceuti- 


i 


cals) Malvinder Singh told a business | 


newspaper: "The brands did not meet | 


expectations." (Singh was unavailable 
to BW for comment.) He added that 
Ranbaxy was revisiting its brand strat- 
egy in the US. In 2004, Ranbaxy's brand 
business also fell short of the projected 


$52 million in sales, and did $49 million. 


instead. Most ofthat came from just one 


i 
i 


brand — the anti-acne drug Sotret. To | 


cut costs, earlier this year, Ranbaxy dis- 
continued contracts with roughly half of 
its original field force of 300. | 
The Rs 1,328-crore Sun Pharma, an- 
other aspirant in the US market, says 


building sales of three newly acquired : 
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brands will take longer than expected. 
"It will take time to reach volumes," ad- 
mits the Sun Pharma spokesperson. 
Nine months after the deal was an- 
nounced, Sun is only just beginning to 
make the drugs available. It doesn't 
want to discuss numbers at all. 

So building brands in the US, a key 
defence against eroding margins on 
plain generics, is proving tougher than 
expected. No doubt, there is a clear 
business logic to it. If successful, brands 
ensure stable revenues and higher mar- 
gins. The gross margins in brands are at 
85-90 per cent, comparable to the 45-60 
per cent that generics earn. 

"Unlike generics prices, that are 
prone to fluctuation, branded drug 
prices are much higher. And they are 
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No Indian drug 
brand has made 
a splash in the 
US yet. What are 
the companies 
doing about it? 
By Gauri Kamath 


probably changed only once a year,” 
says Selena Class, deputy executive edi- 
tor (companies information) at market 
research firm IMS Health, the UK. But to 
succeed in this space, companies need 
more than just low costs. They need 
carefully chosen innovative products 
and significant marketing investments. 
If that’s the road, it seems to be an uphill 
climb for Indian companies. 


Pushing Brands 


Lets clear one thing. Indian copycat 
drug makers have no breakthrough new 
drugs of their own, unlike the Big 
Pharma behemoths who dominate the 
western brands market. What they do 
have is novel drug delivery technologies 
that make off-patent drugs easier to use. 





SANJIT KUNDU 


For example, Ranbaxy's Riomet is a 
syrup of off-patent diabetes drug met- 
formin that came only in tablet form till 
Riomet was launched. 

The idea of using value-added 
generics to make a branded foray is not 
new. US generics companies like Andrx, 
Barr and Watson started this some years 
ago. Barr, for one, has made a dent in the 
female healthcare market with innova- 
tive brands like Plan B, a morning-after 
contraceptive that has concentrated 
doses of some regular birth control pills, 


and Seasonale, an extended-regimen | 


oral contraceptive. Barr's branded busi- 
ness grew 150 per cent to $146 million 
last year and came to account for about 
11 percent ofits total revenues. 

But not every differentiated generic 
with a new form of delivery can find a 
market. "There should be convenience, 
(patient) compliance, and value addi- 
tion," says one scientist. It's a lesson In- 
dian companies are beginning to learn. 

Take Riomet. Ranbaxy’s assumption 
was that it would be a hit with patients 
who could not or did not want to swal- 
low pills. But it appears that was not 
enough for doctors to prescribe it, espe- 
cially when cheaper generic tablets of 
metformin were available. 

Its also important to note the area of 
drug delivery a company has expertise 
in. Besides syrups, Indian companies 
have expertise in oral, controlled-re- 
lease medicines — tablets that need to 
be taken fewer times. But this area is 
seeing a lot more competition, not just 
from generics companies but also from 
innovators that want to protect their 
brand sales after the expiry of patents. 
(Ranbaxy, in fact, licensed out its once- 
daily dose of ciprofloxacin to Bayer for 
marketing. This enabled Bayer to ex- 


tend its Cipro brand franchise well after | 


patent expiry in the US, while Ranbaxy 
earned royalties.) 

On the other hand, innovation is far 
tougher in an area like inhalation ther- 
apy. For example, generics major Ivax's 
breath-activated inhalers for asthma 
patients and nasal sprays that don't dry 
out have helped it carve out a niche in 
which competition is sparse. 

"I don't see too many medically dif- 
ferentiated products with Indian com- 
panies that can be launched in the next 
two or three years," says a pharma ana- 
lyst. This is all the more worrying be- 
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cause companies need a basket of drugs 
that justifies the cost of branding. In 
generics, relationships with wholesalers 
and retail chains matter the most. This 
can be established with a small sales 
force. In contrast, in the branded seg- 
ment, its doctors who count more. 

"To establish a branded drug busi- 
ness costs a lot of money,” says Selena 
Class of IMS. Medical reps in the US can 
cost $100,000 a year. Lupin's Suprax saw 
promotional spends of about $8 million 
(Rs 36 crore) in a year. Given the difficul- 
ties of the market, Ranbaxy is actively 
promoting only two brands; Lupin had 
two, but now has one (See ‘Not Enough 
Brandwidth’). 

And even pushing the ones they own 
is proving to be a challenge. For one, 
competing directly with large compa- 
nies like Pfizer, Eli Lilly and Merck is not 
feasible. Apart from the drugs, they have 
armies of salespeople — Pfizer, the 
largest, has a 10,000-strong sales force in 
the US — and marketing budgets sev- 
eral times the size of Ranbaxy. In con- 
trast, the largest field force deployed by 
an Indian company in the US is Ran- 
baxy's 300, which has now been pared. 
Lupin has 40 salespeople there. 

Says Gupta: "From the start, we did- 
nt want to be in the areas where we 
would have to fight the big guys." But 
this is easier said than done. Lupin's 
Suprax has unwittingly pitted itself 
against Pfizer's brand Zithromax, Ab- 
bott's Omnicef, and GlaxoSmithKline's 
Augmentin in the children’s segment. 

Lupin licensed Suprax from Japan- 
ese company Fujisawa, whose earlier 
marketing partner was drug major 
Wyeth.When the patent expired in 2002, 
Wyeth discontinued marketing the 
brand. By the time Lupin re-entered the 
market in 2004 with its flavoured, once- 
a-day syrup, the other brands had mus- 
cled into the vacuum. "The message 
that Suprax was back wasn't enough for 
doctors. They needed to know how it 
was positioned," says Gupta. 

Similarly, Sun Pharma's brands are 
30-year-old off-patent products for mi- 
graine, bacterial infections and gynae- 
cological disorders — segments where 
the larger companies have newer 
drugs. While Sun is not directly taking 
them on, doctors will be aware of these 
alternatives, since Big Pharma would 
be aggressively pushing these to them. 
















| dt: S nad that sometimes as many as six 
f their salespeople visit one doctor on 
ie same day!) 
© Doctors aren't the only ones the 
: companies have to convince. Managed 
care organisations (MCOs), which are 
mostly for-profit health insurance 
. giants, are also tough customers. MCOs 
. partly pay for the drugs prescribed to 
the enrolled patients. The rest of the 
- €ost, called ‘co-pay’, is paid for by the 
" consumer. MCOs have a list of preferred 
.. drugs with various levels of co- pay. 
^ Gupta claims that MCOs make their 
. money through a cut on the value of 
prescriptions routed through them. So a 
. brand that is already well established 
~ gets preference over one that is still 
. earning its spurs. Suprax, for example, is 
a good $10 cheaper than its nearest 
. competitor Omnicef, but still has a 
- . higher co-pay. As a result, Lupin has 
. «. been forced to distribute $10 discount 
` coupons to make up for the difference. 
There are also the generics to con- 
tend with. For instance, the core mole- 
cule of Suprax, cefixime, is off-patent. So 
there could be cheaper competition 
waiting to be launched. The same goes 
-= for Sun Pharma's brands, all of which 
-= compete against similar products with 
... different compositions. And since 
|J. generics are cheaper than brands, the 
. risk of substitution by pharmacies is 
~ high. MCOs also put generics high on 
their list of preferred drugs. 
< Allthese challenges have taken a toll 
- -on the prospects of some types of value- 
added generics. By one estimate, a de- 
. livery-improved dosage of a brand 
-. might generate $100 million or less in 
^. sales today, compared to $500 million 
^. duringthe 1990s. 


Fighting Back 


Given these odds, what are the Indian 
companies doing? The most pressing 
need is to launch more products and 
“control costs. There are various ways in 
: which companies are trying this. 

. Lupin which wants to gain a sizeable 
chunk of the paediatric niche, is court- 
ing Big Pharma for licensing drugs that 
“have a childrens version too. The logic is 
that Big Pharma is not as interested in 
the segment, as the adults’ market is by 
— "farthe larger one. Lupin’s business de- 
-. velopment team makes scores of calls to 
¿> such companies and spreads the word 



















through merchant bankers in the US. 

Ranbaxy, too, is scouring the market 
for brands. At the same time, it has com- 
missioned studies on Riomet to see if it 
can be positioned differently. "We are 
committed to gaining critical size and 
strengthening our branded business in 
the US," says a Ranbaxy spokesperson. 

Selena Class suggests that compa- 
nies could even take over old brands of 
Big Pharma and re-launch them. ^While 
their sales might have been considered 
low by Big Pharma, they might be signif- 
icant for generics," she says. 

Costs are also being reined in. Sun 
Pharmas spokesperson says the sales 
staff works through telemarketing — 
calling specialist doctors and support- 
ing these with direct mailers — which is 
far cheaper than working the field in 
person. Sun also bought the three 
brands it sells in the US in a distress sale, 
paying $5 million for products that had 
sales of nearly $8 million. 

It's not as if all these attempts have 
failed. Ranbaxy's Sotret, launched in 
early 2003, is an example of how a good 
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product finds a market irrespective of 
competition. Ranbaxy has a unique, 30- 
mg dose of isotretinoin, a patent-ex- 
pired molecule whose dose is adminis- 
tered as per the patient's weight. The 
30-mg dose is for patients weighing 
roughly 130 pounds, which is the aver- 
age weight of isotretinoin users who 
tend to be in the 18-29 age group. This 
focus has yielded Sotret a 15 per cent 
market share, against a combined 69 
per cent that the competing brands 
from Barr and Mylan command. 

Suprax, says Gupta, is also begin- 
ning to gather momentum with a posi- 
tioning that suggests it is useful against 
some infection- -causing pathogens that 
competing drugs cant treat. To push the 
product, Lupin has signed | up a second 
contract marketing firm. Line exten- 
sions to protect Suprax from generics 
are also on the way. — . 

If these tacks work, Indian compa- 
nies would still have opened j just a crack 
on the walls of the $22-billion fortress of 
branded generics in the US. Breaching 
the ramparts is still some way off. | 
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The Skype 
software 
has just 
passed 
10 billion 
minutes 
of use for 
making 
free and 
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IKLAS Zennstróm, along with 
his buddy Janus Friis, hadn't any 
real idea of the impact their file 
sharing software, Kazaa, would 
have on the world of music. 
Avoiding (at least for a long while) some of the 
problems that Napster found itself in, Kazaa 
became part of a whole sharing economy, not 
just a trend restricted to a handful of geeks. In 
an interview to the BBC, Zennstróm compared 
Kazaa with a phenomenon like radio, and the 
coming of video to VCRs. It was another disrup- 
tive innovation that would completely change 
the way things were done, and the existing ways 
would have to adapt to survive and flourish. 
Google is often thought to bean example of just 
such a phenomenon. And today, so is Skype. 

Created by the creators of Kazaa, the Skype 
software has just passed 10 billion minutes of 
use to make free and very low-cost calls. Ask any 
of its millions of users what's so great about it 
and you'll get: “It just works!" Skype is an IP tele- 
phony system — you can freely download it 
from skype.com — which gives you free PC-to- 
PC phone calls, including five-way conferenc- 
ing, whether you're next door or across the 
planet. Skype is available on Windows, Linux, 
MacOS and PocketPC. 

Thecall quality is usually better than regular 
landlines. This is digital sound and, hopefully, 
you're using quality headset or speakers. Yes, it's 
dependent on the quality of your line and your 
Internet connection. However, it's not really 
about just ‘broadband’ For instance, Skype has 
even been used over a VSNL dial-up connec- 
tion, giving a good, stable one-hour call. On the 
other hand, what does not work, when we tried 
it out, is a 100 kbps Reliance CDMA wireless 
connection. However good the connection — 
even at 100 kbps — there's something wrong 
with Reliance' routing, and the call distorts, 

You don't need much by way of hardware. 
Most people simply use their notebook and 
nothing else, if the notebook has a built-in mic. 
To avoid the interference between mic and 
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Ten billion 
minutes of Skype 





speaker, it helps to use at least a regular stereo 
headphone from your music player. If your lap- 
top doesn't have a mic or if you use a desktop, 
the best thing to go in for is a headset with a mic. 

There's a whole ecosystem of Skype hard- 
ware coming up. There are phones which plug 
into the USB port, and are basically an earpiece 
and a mic in a phone-like unit, to make it feel 
natural' when you talk. Others add a keypad 
there, so you can dial numbers right from it. 
Then there are Wi-Fi and wired/broadband 
versions that work directly, without requiring a 
PC. Skype, however, tends to take over your PC's 
audio. Problems have been reported even with 
the Yahoo Messenger/Pager being on. 

So how does Skype make its money? With 
SkypeOut, a premium service that charges you 
for calls to the public phone network. Remem- 
ber, if you call another Skype user anywhere in 
the world, it's free. But if you call a mobile 
phone, say your aunt in London who doesn't 
use a PC or your sister in Singapore whos on the 
move, you use SkypeOut and pay for that. 

The charges are based on where you're call- 
ing. How do you pay? You have to buy blocks of 
10 euros; your account is debited on each call. 
Skype's ‘global rate’ is 1.7 (euro) cents a minute 
(under Re 1 a minute). Calling within India is ex- 
pensive though: Rs 7 a minute. But it works out 
nicely with conferences, where most users are 
on Skype, and one or two are ona public phone. 
When travelling, it’s a good option. And it works. 

SkypeOut is not the only paid service. 
There's Skypeln that allows public phone users 
to call a local number in their country and reach 
your Skype system, and Skype Voicemail that 
lets you receive and leave voicemail from and 
for Skype users. The biggest challenge you 
might find is paying for it. Most times, Indian 
credit cards appear to be rejected by Skype! Pay- 
Pal (paypal.com) works well, though. You regis- 
ter with PayPal, and then use that to pay Skype, 
without any extra charge. The only irritant is 
that you can pay for only one Skype account 
with one credit card or PayPal account. bii 
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rector for new shape designs and new packaging designs too. 
While Kunal had come to discuss this, other little fires had al- 
ready been lit by Serene’s erstwhile BM, Devika Goel. 

Going up to Venky, she had said: “What is happening to 
Serene? Why are there new designs all over his room? Or is it 
a bored BM? Look we can't have people tweaking brands 
randomly. I had developed a brand ideology for Serene du- 
ring my time. Why isn't that being followed?" This exchange > 
took place less than a week ago; Venky had been harasse i 
by her onslaught, but he liked this spitfire lass who hac FC 
been his favorite BM for three years until she won the rach cuc 
argued for move to sales. "Come, sit,” he said. "What is the tap. 
of mind question?” | 

“Simple,” she had said. "Who owns the brand? It is too dan- 
gerous to leave a brand to the BM — too many pendulum -> 
shifts there. Shouldn't there be a brand ideology which should -— 
be evolved right at the beginning and all shifts audited against. o 
that?" Venky scratched his jaw and said: "Hmm... so the brand 
ideology comes from the consumer and, therefore, it is the 
consumer shifts, which today determine brand shifts, right" 
Devika got more agitated: “You know it all Venky, yet you let 
this happen! Every BM who comes in wants to do something 
‘different’... they usually tend to nullify the efforts of the former ^ 
BM and totally change the strategy. | have played this roulette. 
myself when I was BM, so | know the triggers. | used to reason: 
the chap before me didn't think hard enough! And then i was 











Devika suggests that all 
brands be brand manag 
proofed. “Erratic shifts | 
thinking affect the brand 
the long-term,” she says 
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UNAL De was enjoying the rocking move- 
ment of the leather chair. While he rocked 
his chair, Altos marketing manager (soaps), 
Venky Aiyar was hastily clearing some 
papers and passing them into the waiting 
hands of his secretary. “Enough for today,” 
he told her, “I have a meeting now. Tum 
bhago!” Then, looking at Kunal, he said: "My friend, that 
chair has cost me Rs 17,500 and it has been designed for 
my lower back problem; plus that creaking sound is drilling 
holes in my bones!” 

Kunal grinned. “I am bored, Venky, I need to entertain 
myself" he said. “Arre, to lo, ‘Mid-Day padho!” said Venky, 
- handing him a copy of the afternoon paper, to which Kunal 
said: "Then you must get your brand manager a Mid-Day 
too." Venky looked up in surprise as Kunal said: "He is bored | 
and he has been rocking my brand, and it is making worse 
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| 
creaking sounds! | 
Venky urged his secretary out of the door and shut it. Then, | 
sitting across Kunal he said: “You agency guys come to my of- | 
fice, drink my tea and write intense poetry at my expense! | | 
didn't understand anything you said!” Kunal, laughing at | 
Venky's simple remark, said: “First call the brand manager | 
(BM) in; I want to know what he is doing with Serene." | 
Serene was a niche premium soap which sold quietly. It | 
had a certain quality of quiet elegance that, despite being in 
the Alto menu (where brands got sautéed by transiting BMs | 
and terrified marketing heads), had not been tweaked, | 
i 

i 





+. _touched or messed with. But recently, Serene had anew BM 
-who had asked the ad agency where Kunal was an account di- 
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prompted to make numerous changes. In a couple of years 
Imove out and in comes the next knight in shining armour, 


. who is bent on changing strategy again! These violent shifts | 


in brand thinking affect the brand in the long-term; worse, 
the target audience gets very confused! Now that I am in sales 
 andsee the world through the end consumer's eyes, I can see 
. how chaotic all this lack of discipline is. BMs should think 
..— aboutlong-term continuity. Theirs is a maintenance function, 
© notacreative function. Because if we leave creativity on brand 
< toa BM, then naturally, every incoming BM will flex his cre- 
. ative cells afresh! 
“We, therefore, need to define the function flowing out ofa 
-- brand charter or ideology and be clear who can do what! Trou- 
-ble is, everyone is on a performance mode. Seniors wanting 
performance grab a BM and say: ‘This is the problem with the 
. brand, solve it!’ The anomaly usually lies in the problem defin- 
ition itself and an arbitrary assignment of solution finding to 
the current BM flavour!” 
3 As the lunch hour dawned, Mihir and Shiamak crawled in 
(0s to inspect Venky’s diet lunch carrier. Venky briefed them on 
_. Devikas issue and Mihir said: “I agree 100 per cent. I have just 
experienced what she alleges. Recently I was telling my team 
_ that we need to make Radiance, our beauty range, a cult 
brand. Now I had said this in the context of Radiance being 
low in Chandigarh and, hence, how we needed to work at 
_ building presence. The BM was told by the marketing man 
that the priority was Chandigarh, not cult branding it. He, in 
„turn, decoded it to mean that he was going to be appraised on 
that! So off he went to tweak the brand to suit Chandigarh — 
offers, discounts, hard selling direct mailers, etc., which is 
totally contrary to the long-term cult branding strategy!" 
[At this stage it is important to know that Alto had a group 
of nine middle and senior managers that made up a mentor- 
ing group. The people in Venkys room were part of that 
roup. Additionally, they had been given the informal task of 
spotting glitches in the system which the group would debate 
.oncea month.] 


























TY” ENKY couldn't suppress a laugh: “How often this 
happens! Really, we need to examine why this hap- 
. pens.” To which Devika said: “A part of this reactive, 
ns — knee-jerk response toa new job as BM comes from 
) ne, our performance-driven culture that appreciates good 
eport cards, and thus, last time you got 80, this time go get 90; 
tif you sustained that 80, you got no kudos for that. Two, 
me of that rubs off on the way HR evolves its appraisal sys- 
: ms. Three, avery fidgety culture which thinks that one has to 
ceep on performing, doing acts. Thinking is not considered 
performance; performance has to show up as acts done, so 
what new things have you done with the brand? So a typical 
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HR appraisal could be: 'So, you have been BM for a year now. 
What spectacular stuff have you done?' and thus you need 
acts to show it. | 

“I feel the worst kind of brand tweaking is the ‘new-im- 
proved' sort where you fool around with packaging, change 
the model, change the core colours, and do all this because 
you feel you will start meaning more things to more people. In 
the process, you have spent huge amounts of money on the 
brand. And the consumer is more annoyed because she is no 
longer turned on by these pointless changes!" | 

Venky grew serious now and Devika continued: "It's not 
just Alto, Venky, if that is any comfort; out there, everyone is 
getting reactive. So many brands today appear confused in 
their positioning and I won't be surprised if behind each of 
them sits an even more confused and misled BM. Take Liril; 
the girl under the waterfall could have been taken to 
places... had it evolved in tune with consumer | 
tastes. Instead, either someone got bored with ag 
the old position or what, I don’t know, but 4g 

Liril, the beautiful statement- mm 
lime green soap, went orange and 
there was even Liril Ice! To me, asa . 
consumer deeply in love with the 
waterfall imagery, all this new 
jabber was confusing. Of 
course, those sub-brands are 
nowhere today, but they have 
left me with a foreign couple 
in romantic mode, which has 
nothing to do with the origi- 
nal imagery!" | 

"OK thats just one exam- 
ple," said Venky. "Who else?" 

"Who else? Every brand 
went mad!” said Shiamak. 
"Vanilla Coke, Pepsi Blue, 
Nescafe with two campaignsrun- . 
ning at the same time — the Indian © 
one ‘Jagao, jagao Nescafe pilao' which 
was charming, but what confused me to- 
tally was the international ad: 'Nescafe — 
Leads one thing to another’.” 

"And don't forget Rasna,” said Aman. "From an 
eloquent ‘I love you Rasna to a ‘Rasna Relish a Gain’. I have 
no idea what that was meant to mean.” 

“Or even Lakme's packaging change to a very, very down- 
market maroon,” said Devika. “Who orchestrated these and 
why? We have our reactions as viewers, buyers and browsers 
— equally, we need to see why we do things like that!” 

“Achcha, how did you come to this argument?” asked Mi- 
hir. And Devika explained her ire over Serene's probable 
change of shape, etc. "Now, here is a brand with a unique 
DNA,” she went on, justifying her ire, “and I think this brand 
will not let anyone mess around. I mean, for years, Alto neither 
developed the brand nor killed it, which was a big possibility 
considering how niche it was. And I think that was because it 
had one ofthe finest propositions. Butit bored BMs who could 
not manage its delicate appeal. For some reason, I feel BMs 
usually want a robust personality brand, something they can 

















hit around like a squash ball... 
“Serene is a lovely brand, it is so dreamy, peaceful; it is like 
k the time when we are neither fully asleep nor fully awake. But 
we have been unable to build the brand to its potential as the 
soap for the mature, self assured woman who has finally re- 
alised that happiness lies within, that it is not made of beauty, 
family, riches, etc. It is an expression of inner beauty realised, 
highly personal. I feel a Serene ad should only consist of a 
woman and her unconnected thoughts, smiles and memo- 
ries! It is a special soap with a hidden secret almost, which 
women understand as personal. It's almost spiritual. It's a 
brand that allows me to take care of myself before I take care of 
others, something like that! 
"And the irony is that the position that Serene occupies is 
b not cluttered. There are a couple of other brands there. So we 
need to hold on to that positioning. Instead, and this 
is so ironic, when a brand faces competition 
from others encroaching on its positioning, 
marketers abandon original positioning 
and change it to differentiate, whereas 
they should hold on to the original 
positioning more strongly, and 
fanatically so." 
Mihir was confused: "Are 
you suggesting a new posit- 
"C ioning for Serene?" he asked. 
3 “Oh no,” said Devika, “Just 
iJ gifting you all with awoman’s 
insights. I was telling Venky 
we should have a brand 
ideology to start with. We 
need to ‘brand-manager 
proof’ a brand, build a con- 
text, a lakshman rekha around 
the brand — thus far and no 
further. It takes guts, it takes in- 
telligence and amazing long- 
term vision." 

Shiamak reacted like he was 
stung: "BM-proof a brand? So it's about 
me too! What's the defence?" 

Devika grinned: "I think it's not in the DNA 
of a BM to follow a set pattern, stay within bound- 

aries. But boundaries are necessary, Shiamak... the only 
thing the brand has is positioning... if you don't set boundaries 
you are apt to move out of position. When a brand is in posi- 
tion to its target audience, it means: ‘I support you, I am where 
you want me, I will always reassure you.' But when it moves 
out ofits position, itis like a friend who has become a stranger; 
it becomes a mutation, somebody you can't identify with any 
longer. Then you lose your audience. So boundaries are im- 
portant, even crucial. Brands have a huge responsibility to 
their consumers, especially in these times when there is so 
much betrayal all round, too much selfishness and consumer 
stress. A brand positioning is like the cool shade of the banyan 
tree you go to when you are tired. If you uproot it/displace it, 
the consumer comes one day and sees you are not there 
where he needs you, and he will feel betrayed. 

"Which is not to say that position cannot evolve — it can. 











.. CASE STUDY 


Brand positioning is like the cool shade 
of the banyan tree you go to when you 
are tired. If you uproot it, and the 
consumer sees you are not where he 
needs you, he will feel betrayed 


But slowly, carefully, along with the consumer. I feel brands 
should be like the moon, in position, all the time... at every 
place I go to, I just have to look up and it is there... and so rele- 
vant at all times. Rather, brands should have the quality of 
‘adapting’ in a manner of speaking, to the consumer as he/she 
moves. Not like the big McDonalds arches, that's a different 
appeal, but a bit like what encountering basmati rice in 
Botswana does to you. It is like a restorative. It makes the isola- 
tion, the loneliness of being so far away so pleasurable!” 

Mihir wouldnt agree readily. "I am not sure a brand really 
moves out of position, Devika. It dodders a bit, but eventually 
falls back in place." But Shiamak disagreed with Mihir: "I think 
she has a point, Mihir. I was just looking at some brand shifts 
and in that context was looking at some ads for Saffola, and I 
feel maybe, repeat, maybe it has strayed. And that probably 
happened in response to Dhara's shudhata campaign. The 
genesis of Saffola's success was in its shock value, as it con- 
fronted the consumer head on with heart attacks. Now it has 
shifted from fear to family health. Maybe that has some rele- 
vance too, but its core position as the 'no heart attack oil' has 
been diluted. I feel that Saffola owned fear. They should have 
kept interpreting fear into its various shades, rather than mov- 
ing away from it.... The brand, I feel, is still very strong in con- 
sumers minds because ofthe initial positioning. 

“But more than that, Dhara’s ‘little boy run away from 
home' ad was a heart stealer. Both the little boy and the old 
man were so heart breaking you fell in love with them. In a way 
it showed bridging of generations, the shudhata proposition 
was either implied or omitted or neglected or forgotten... but 
out of the blue, the little boy/old man scene vaulted Dhara to 
the top of the charts. And Saffola reset its shruti and started 
singing the same tune." 


OW Devika was more vociferous: “Now isnt that 

exactly what we are doing with Serene? Why play 

up shape and size when the user values the core 

goodness of the soap? If we had a defined brand 
ideology whereby we BM-proofed our brands, then that 
wouldn't happen! So all I am saying is, put all brands, not just 
Serene, through a brand ideology creation exercise... this 
comes from consumer research, the creator's vision and the 
potential of the brand. It's a cognitive game, not something 
which can be discussed in brainstorming/outsourced to a 
consultant. And this ideology will define the parameters for 
the lakshman rekha for the brand. Serene, for example, could 
verily be built around exclusivity, the need to reinforce consis- 
tently its premiumness without alienating. That also means 
Serene will not indulge in tactical promotions like two-for- 
ones and arbitrary free soap dishes. It is so ordinary a move for 
an extraordinary brand! And if the BM knows he cannot run a 
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series of cool summer offers from Serene, then the brand is 
BM-proofed! 
"One may think FMCG brands are pretty flexible, but I 


© think P&G brands are BM-proofed. All their ads are very clini- 


cal, focused on efficacy, low on imagery, low on emotion, low 
on hype; in fact, very standardised. But it is working for them, 
no? They have never gone on pendulum shifts like other 
FMCG brands and I have never seen them meddle with their 
brand positions.” 

Shiamak grew wary: “ Yeh sab kiya, then whatis the role ofa 
BM? Should I go home?” Venky laughed as Devika said: “Shut 
up, Shiamak. The brand manager has to be the brand ideology 
guardian within the company. The creative agency comes 
with a concept, and then the BM should go back to the ideol- 
ogy manual and see if it is in sync with the brand. The brand 
cannot speak, therefore, there is a need for a guardian. But this 





has to be a concept bought by top management. At Alto, we | 
have the conceptin reverse; change BM, refresh brand! It must | 


be appreciated that brand rejuvenation happens through 
product innovation, trade innovation, etc. Rejuvenation of 
brand does not mean changing its positioning! I feel that is 
where P&G has succeeded; they have realised that their 
brands are built on innovation, not through tweaking of posi- 
tioning, which we seem to depend on so highly!" 

Venky had seen merit in Devikas arguments, but he 
needed to present it more palatably to his marketing director. 
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And that was why he had called in Kunal De from the ad 
agency. Instead, not giving him a chance to present his propo- 
sition, Kunal turned the tables completely on Venky. “I think if 
the roles are clearly defined, there is no scope for meddling 
and wasting brand energy,” he said. “And that is what your BM 
has found licence to do: meddle recklessly with our brand." 

"Our brand?” asked Venky, a trifle surprised and annoyed. 

“ We will come to that naturally,” said Kunal. “Let’s under- 
stand the roles. The client does not create brand personality. 
The client understands product, defines target audience (TA) 
and decides positioning. The creative agency has to buy into 
that positioning. If not, both will reiterate till the point of mu- 
tual optimality. Thereafter, the creative agency builds charac- 
ter around product — which becomes the personality. When 
personality is accepted by the TA, it becomes brand personal- 
ity. So Alto gives me a cake of soap and I, the creative agency, 
make a brand out of it. Therefore, ownership of brand person- 
ality will always be with the creative agency, and it is the 
agency who safeguards the brand positioning. QED!" 

Venky was startled. "So what are you saying about brand 
ownership?" he asked. Kunal shook his head: “None of us 
‘own the brand. The brand is owned by the consumer because 
the consumer is the one who intimately adapts the brand into 
his/her life. The owners/marketing department/ad agency 
are simply caretakers of the brand. I, as the agency, take own- 
ership for brand personality because I create the brand out of 
an inert product. Once a brand personality is set, it is cast in 
stone. A brand cant afford to run away from it. Lux is a good 
example of a brand position that has remained consistent for 
40 years: 'the soap ofthe stars. Though any caretaker would be 
tired of that positioning, it is impossible to change it, since the 
real owner, the consumer, does not give any scope for change. 


— KS 


IKEWISE, Govinda's brand personality as a goofy 
chap is set. You can dress him up in an Armani — but 
the core brand personality does not undergo any 
metamorphosis. He will still be Mr Goofy. But you 
keep doing that, and you will confuse, then annoy your TA. 
You, as caretaker of the brand, may be bored. You can enter- 
tain yourself by creating more ideas and messages, but on the 
same positioning. Don't forget — that brand personality was 
not established overnight. It is a gradual process, a taste the 
consumer develops over time and in the context of time. 
That's how brands carve a place in the consumer's mind. So if 
you want to change the brand personality — first go change 
your consumer's mind!" Venky was not sure what else was in 
store. Soon, Kunal hit at Serenes meddling. "You need a good 
caretaker for Serene. Serene is special. It has a clear space in 
the consumer's mind. But now suddenly your new BM is 
changing and challenging that space. Won't do. His actions 
can mar Serenes brand personality. Let me give you an exam- 
ple of two car drivers, the best of drivers, good track record, 
similarly priced cars. But one has been driving a Landcruiser 
SUV and the other a Mercedes. However, both of them have 
different styles of driving: the SUV driver may accelerate fast 
and loves rough terrain and adventure — which may actually 
damage a Merc, right? 

"Serene needs a Merc driver. Your BM is used to driving 
an autorickshaw." bi 
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What does SKF have to do with stock control, 
maintenance, training and asset efficiency? 


Ask Votorantim Cimentos, Brazil. 


At SKF it isn't What bearings do they need?’ but What do they need to accomplish?’ It is this approach that is responsible 


f 


for completely turning around the operations of Votorantim Cimentos, the 8th largest producer of cement in thi 
world. The company suffered from a lack of consistency in the purchasing process, where the lowest price ultimately 
won. All this changed when they decided on SKF's Trouble Free Operation (TFO)* contract. The contract, whic! 


involves equipment, training, stock control and maintenance, exemplifies SKF's Asset Efficiency Optimisation" 





approach of addressing a full range of client needs. 


Our approach at SKF goes beyond just supplying bearings, into providing customised value-added solutions for 
our customers. Besides the benefits of our genuine components, SKF's knowledge and expertise in application 
engineering, integrated maintenance solutions, asset efficiency optimisation, inventory management solutions and 


training can positively affect your bottomline. 


To get the confidence of genuine SKF products and solutions, contact SKF or an SKF Authorised Industrial Distributor. 











Study analysis 1: Jacob Kurian — 





Manage 
people 


The author is president (South Asia) of 
Laureate Education, the world's largest 
international network of private univer- 
sities. Previously, he was with Tanishq 
and Titan. : 








ENKY Aiyar manages a portfo- 

lio of brands and a diverse 

bunch of brand managers 

(BMs). He would have ac- 
quired a slew of consultants, agencies, 
researchers, directors (and directors' 
wives) — all of whom would have 
opinions on his brands. Amidst this ca- 
cophony, Venky must ensure that each 
brand in his portfolio remains consis- 
tent, differentiated and relevant. Add to 
that all his multinational competitors 
and smaller, nimbler local rivals. Mix in 
a rapidly transforming economy and 
consumer. Throw in bosses who ex- 
pect magical results every quarter. 
Every Venky out there needs help to 
maintain his sanity. 

Brand management is a com- 
plex art that requires a deft and 
decisive touch. When companies 
have long-term brand custodians 
to make key decisions — like a Phil 
Knight (Nike) or a Steve Jobs (Ap- 
ple) — it becomes easier to ensure 
consistency. However, even single 
brand companies struggle to keep their 
brands consistent. The complexity of 
the brand management task increases 


as one develops a portfolio of brands 
with their inevitable variants. Introduce 
the typical MNC people-rotation poli- 
cies, and it's no wonder that many 
brand portfolios seem to be diffused, 
and often, confused. 

To ensure that his brands work with 
synergy, Venky must develop a brand 
portfolio management process. Devi- 
kas suggestion of creating a brand tem- 
plate that creates a laxman rekha 
around each brand is, perhaps, in- 
evitable for the Alto environment of 
changing brand managers. When de- 
signing this review process, Venky will 
need to decide the BM role definitions, 
measurement metrics, accountability, 
appraisal and reward systems that en- 
courage the right behaviour. 

But most importantly, Venky must 
develop his own understanding of 
the strategic fit of his brands. Once he 
has clarity, Venky needs to ensure he has 
the right BM in each brand. Strategic ex- 
ecution eventually comes down to the 
abilities of people charged with that re- 
sponsibility, and people are all unique 
and different. 

Venky will probably find four types 
of BMs on his team. The Holy Grailers 
are over awed and paralysed by their 
charge; the Vox Pops, who believe that if 
you ask everyone, you can't go wrong; 
the Copy Cats, who believe that if some- 
one else is doing it, they must know 
something; and the Transformers, who 
change everything they can find. 

The Holy Grailers are careful to en- 
sure continuity. They can become so 
careful that they manage their brands 
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into irrelevancy as consumers evolve 
and competition transforms the market 
place. The Vox Pop type is networked 
and usually well-liked. He is ready to 
consult everyone and everyone feels 
they have had a say in his brand strategy. 
This syndication can be a great asset, 

but if carried to an extreme, then 'brand 
strategy by committee' is the result. A 
Vox Pop could dilute a brand's focus by 
trying to be something for everyone — a 
sure recipe for a confused consumer. 

All brand teams are nervous that 
their competitors have an insight that 
has eluded them. So when a company 
does something incredibly stupid, 
many other brands rush to imitate. Sim- 
ilar variants, ‘me too’ packaging and 
“whose ad was that?” advertising litter 
the brand landscape — all the products 
of Copy Cats. The Transformers are ac- 
tion heroes who believe that they must 
do, do, do.... thinking comes later. They 
are prevalent across companies like Alto 
— especially ones with a surfeit of ambi- 
tious and impatient MBAs. 

Venky’s challenge lies not in estab- 
lishing a brand portfolio management 
process, but in getting his people to op- 
erationalise it. Venky has to manage his 
brand manager portfolio effectively in 
order to be successful with his brand 
portfolio. So who is the ideal brand 
manager? Like every utopian ideal, the 
perfect BM has a bit of all the types. 

They are respectful of the brands 
they inherit, but careful not to allow 
their brand's legacy to tie them to inac- 
tion. They are well-connected and can 
subsume their egos and listen. They are 
conscious of consumers and have a 
competitive streak that ensures they are 
always watching competitors. And they 
are not afraid to make considered cha- 

nges to their brands. Above all, they 
develop a clear sense of who their 
brands are and what they stand for. 
Whatever their personality, 
brand teams must view their 
charge with a sense of trustee- 
ship, that they co-own their 
brand with customers. They must 
view their opportunity as a sacred 
trust and discharge it with integrity, 
sensitivity and commitment, ulti- 
mately leaving it behind for their suc- 
cessors. If brand teams could keep that 
as their motto, consumers and compa- 
nies would be immensely rewarded. Bi 








Core 
values 


The author is creative director, Palasa 
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ENKAT is right when he says 

that consumers own the brand 

due to the intimacy they share 

with the brand. A Lux user feels 
good about herself because she is asso- 
ciating herself with the brand’s 
core values of glamour, beauty and 
stardom. Brands, therefore, are built on 
perceived associations. 

If Lux were to launch a clinical soap, 
the brand's core values would be dis- 
turbed. It would create confusion in the 
mind of the consumer and lead to a lack 
of credibility in the brand. If the clinical 
soap were to fail, it would be perceived 
as a failure ofthe variant. The damage to 
the mother brand would not be imme- 
diate, but there would be a definite 
disturbance in the mother brand's 
equity. Brand tampering happens 
when there are unwarranted 
changes in brand personality. 
Like brand building, it happens 
over time through numerous ac- 
tivities which incrementally re- 
duce the equity of the brand. 

Brand management is a chal- 
lenging job today. Every brand man- 
ager who comes in has to achieve a 
fine balance of sales success and brand 
building. The brief to the brand man- 


ager is to sustain the brand personality 


and to facilitate sales targets. 

In practice, the brand manager is 
given a limited time frame to operate in: 
two or three years on a particular brand, 
with an annual evaluation. Thus, the 
brand manager comes in with tremen- 
dous pressure to prove himself/herself. 
There is little time to understand the 
brand, interact with a sufficient number 
of consumers and arrive at a personal 
interpretation of the brand. Due to 
paucity of time, and with sales figures 
being the only measurable indicator, 
they automatically lean towards tactical 
campaigns. These mainly comprise 
cosmetic touches to the brand, ranging 
from freebies to marginal packaging en- 
hancement. In some cases, a variant or 
two may be launched. 

Thus we have a brand manager op- 
erating with incomplete learning, a 
number of assumptions and substantial 
company resources. This is tantamount 
to gambling — a lottery with no surety 
of the final result. And when the cam- 
paign fails, the immediate urge is to 
safeguard self. The reasons given range 
from timing being wrong, unevolved 
consumers, lack of sufficient resources 
etc. What the brand ends up with is a 
highly defensive brand manager play- 
ing on the back foot. 

Marketing is a game of confidence, 
not defensiveness. When a cricketer 
faces a fast bowler without a helmet and 
with the determination to hit a four, he 
has already won the battle. Brand man- 
agement operates on similar principles. 
Brand managers need to be given time 
to understand the brand without feeling 













guilty about it. The brand manager 
should learn to live with the brand and 
get comfortable with it before attempt- 
ing any heroics. The primary objective 
should be to gain clarity of thought and 
establish comfort levels with the brand 
itself. Further, evaluation should be on 
the basis of not just sales figures, but 
also on brand recall and consistency in 
brand value. 

But should the blame be placed en- 
tirely on the brand manager? Is the cre- 
ative agency, the organisations partner 
in brand building, also a partner in 
brand tampering? 

The brand is the breadwinner of the 
creative agency. Any activity on the 
brand only adds to the creative agency's 
revenues. One may argue that the cre- 
ative agency is the secondary decision- 
maker and that control of the advertis- 
ing budget lies with the organisation. 
However, the creative agency holds tre- 
mendous intellectual clout and directs 
the brand path. The creative agency is 
like an artist who can see what the 
naked eye cannot. It brings a macro per- 
spective, focused consumer insights 
and communication expertise. 

With such credentials shared be- 
tween the organisation and the creative 
agency, why are there so many failed 
campaigns and fallen brands? 

The main reason is market shift. We 
have a completely different market to- 
day, one which is cluttered with variants 
in every category. In addition, foreign 
brands have added to the clutter and 
displaced the positioning of many 
brands. Luxury brands of yesterday are 
regular brands of today. This has led to 
consumer indifference, with the driver 
being novelty rather than loyalty. But 
with increased disposable income, 

marketers are rushing to gain a share 
ofthe wallet. The fast changing mar- 
ket leaves little time to think. This is 
leading to ill-thought out cam- 
paigns and brand failures. 

Brand owners must realise 
that in this age of parity, the only 
unique aspect is brand personal- 

ity. Innate strengths have to be 
identified and consolidated, the 
peripheral strappings have to be 
shed and the brand has to be uplifted 


with a single-minded focus. This is the 
way forward for both the brand man- 


ager and the creative agency. im 
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BROWSING 


H.R. Srinivasan 
Founder and vision holder 
Take Solutions 


I am reading LIVING WITH THE 
HIMALAYAN MASTERS by Swami 
Rama. This book is semi-religious 
and gives you a deep insight into the 
yogic traditions in India. It delves into 
the quest for knowledge of the world 
and attaining peace with yourself. 

The author was a Shankaracharya 
who relinquished the seat and the 
fame associated with it (because it 
didn't give him enough time for 
penance and meditation) to lead a 
life of simplicity and serenity in the 
Himalayas. He has successfully 
demonstrated the validity of ancient 
yogic techniques and yogic feats to 
the modern-day scientists, and has 
touched the lives of millions as an 
emissary of the Himalayan masters. 

I generally read books related to 
current topics — essentially, non-fic- 
tion. The last book I read was Tri- 
umph Of Truth by D.R. Karthikeyan 
on the Rajiv Gandhi assassination. Bl 


ALERT 
Honorary Tiger 

By Duff Hart-Davis 
(Roli Books) 





| This is the story of Billy 
Arjan Singh, a hunter- 
turned-conservationist 
like Jim Corbett. Rich 
with anecdotes and 
lovely pictures, it’s a 
warm, evocative biogra- 
phy, full of the big cats. 
It leaves you wanting to pack your 
bags and visit Singh’s Tiger Haven 
in Dudhwa immediately. 











SANJAY BADHE 


ARVEY Thompson is a con- 
sultant who spent a number 
of years as an executive in 
IBM when Lou Gerstner was 
turning the company around. 
He has since earned himself 
a reputation as a key commen- 
tator on Customer service. 
Thompson worked at 
IBM when the company 
was being compared to a 
dinosaur. Its quick turn- 
around into a fast moving | 
company seems to be the 
spring from which he got 
his insights into how a 
company can survive and 
reinvent itself. Thomp- 
sons conclusion was that 
success for a company 
comes only when it acquires and retains 
its customers. And there lies the story. 
The book draws from various 
sources and management gurus, but 
puts this information into a format 
which is easy to understand and practi- 
cal. Every chapter ends with a 'You 
Are The Customer' section, asking 
about your reactions as a customer to 
various initiatives. Thompson asks: 





SELECTION 


Surreal real 
estate in NYC 


HE torrid stories of property acquisi- 

tion that come out of Manhattan 
could be from any big city with rich 
residents. But the sheer notoriety of the 
players, the size of the sums and the vi- 
ciousness of their squabbles are too 
much to pass up. 

Perhaps it's because Manhattan is 
an island that cannot expand, but one 
thing is sure — its well-heeled residents 
are simply desperate for boxes. Well, 
"boxes stacked on boxes" as Gaines 
calls them, apartments to be exact. 

Anyone who keeps expounding dire 
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| Winning Strategies 
fer Creating 

and Sustaining 

Customer Loyalty 


Customers 


how do companies who make really 
great products allow customers to “be 
stolen away"? 

How does he suggest you tackle this 
problem? The first task is to get the or- 
ganisation to understand that they are 
vulnerable and their customers are 
stealable' He starts by illustrating how 
he convinced a major 
auto company that 


WHO STOLE MY 
CUSTOMER? 
Winning Strategies For 
Creating and Sustaining 
Customer Loyalty 


By Harvey Thompson 


Pearson Power 


Pages: 210; price: Rs 399 


the problem lied within itself. He details 
the resistance to his idea — after all, they 
are a leader in the auto industry, their 
products are world class, they set the 
tone in the market, etc. As he points out, 
very few companies are customer-cen- 
tric — most are product-centric, and it's 
there that the problem lies. 

As soon as companies understand 
that how they face the market is the real 


predictions of how the real estate bub- 
ble is bound to burst must read this 
book. It gives intimate knowledge of the 
ridiculous measures that people go to 
for property. In fact, as this book delves 
into the history of many Manhattan 
neighbourhoods, one realises that peo- 
ple have been going to these extreme 
lengths for quite some time. 


THE SKY'S 
THE LIMIT 


By Steven Gaines 
Little, Brown 


Pages: 288; 
price: $26.95 








Issue, change can happen. So, accord- 

_ dng to Thompson, the first and second 

. deadly sins are arrogance and resis- 
tance to change. Sounds familiar? 


Another powerful idea he relates is | 


about how customer expectations can 

change after i interactions with different 
-- -ofganisations across industries. How 
“us have bought a Big Mac at 
onald's and wondered why paying 
»ctricity bill couldn't be as simple? 







wondered when it would be as easy to 

apply for school as it is to open up a 

bank account at HDFC or ICICI? Cus- 

tomer expectations get 'reset' and the 

new level becomes the ‘base’ expecta- 
tion for the next interaction. 

- Woe betide the next company that 


interacts with the customer if they don't - 


ratchet up to the new level of expecta- 
tions. Customers will defect, or 'steal 
away, as he puts it. 

- ; How do we predict where the cus- 


tomer is in his expectation norm? And 


will he defect without our knowl- 
edge due to new expectations caused 
by those outside our industry, or our 


geographic location? So, now the 


Indian tourist who shops in Ikea or 
Selfridges may have higher expecta- 
















number of places. And G! 
ilt sued after she was rej cted 7 
E GB(Eoodbuilding. ^ . 
-. : Who rejected these celebrities? 2 
^ Why, little old ladies, of course. Most of a 
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"tion its protagonist, C.J. Townsend, is in. E 
` Buta poor. narrative throws it all away. 


| | atm etna ano Joseph Penguin). 


HARVEY THOMPSON specialises in help- 
ing major companies become more cus- 
tomer-centric. He was formerly IBM's 
global executive for customer-focused 
business strategy and design. He has 
been published and interviewed in 


^. publications such as Newsweek, The 


Boodomlet: and PC Week. 


tions o bes returns to to India — not 

just for shopping, but for banks or fast 

ani - food delivery as well. 

| Or stood inline with a complex form for | 
admissions into a school/college and | 


While Thompson does use the old 
adage of retaining customers is less ex- 
pensive than getting new ones, he also 


illustrates the impact of defection. In 
India, companies often debunk CRM 


and loyalty programmes as irrelevant 
and expensive. This is probably because 
we have a new base of customers enter- 


ing everyday. It's easier to throw money 
at methods to pull in new customers 


than get into the nitty-gritty details that 
loyalty programmes require. But the 
lessons are there. And the lessons go 
beyond loyalty cards and points. _ 
Thompsons commands us to "de- 
stroy common myths." For example, 


thereisa myth that'an apology is never 


enough for a consumer, and so we never 
do it. The reverse is really true: cus- 
tomers actually love companies who 


admit mistakes and apologise for them. 


‘Beyond its lessons in property deals, E. bu 7 KE INN 
É also holds quite a bit of gossip value.. | H FVC 
ard Nixon, for instance, was denied S 


otis inventive because of the situa- | 


Townsend has battled her demons | 
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According to him, this reflects a willing. ER 
ness to improve, And if the apology is 3 

companied by a reason for the mi: 
and corrective action to ensure t 
does not happen again, the loy: 
creases. This idea allows the compa 
move away from the ‘arrogance’ that he 
talks about earlierin the book. — — ^ 

However, I’m notsure if 1 agree 

his opinion of another so-called n | 
Thompson says that it is untrue t 
customers don't like being contacted on 
the phone and sold products on the 
phone when they are calling forservice. —— 
Customer anger here could well be . 
because the entiretelemarketingphe- — 
nomena is in its early stages i in India ~ Áo 
= then how di | 










‘iso, initially I Fwóná re d ifthe eb has ) 
relevant for India. Thompson - | 
about markets where new custo} cum 
are hard to get and, hence, the stress on 
retaining them. But building a cus- 
tomer-centric organisation is impor- 
tant the world over, even in gr vine 
markets like India. 
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Sanjay Badhe is director f (operations), 
Shoppers’ Stop 
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' OUSING Development Finance Corpora- 
tion as well as the State Bank of India 
raised interest rates on home loans last 
week. Both are amongst the foremost 
-T mortgage lenders; so their steps were 
5 fox toraisethe question: is this the beginning of an up- 
x ward trend? The finance minister was quick to answer no. 
^ - Every finance minister faces a certain credibility gap 
| when he speaks on the state of the economy. All know that 
s foremost interest is the good of the country, that he 
would want the economy to flourish, and that he would 
y things calculated to make it boom. The risk is even 





abashe 
when the economy is in great 
hape, and he would like to be 
 rememl ered as the finance 
-. minister who presided over In- 
D dias economic ascent. 
= o> However, that does not 
, mean that he should not make 
. any cheerful statements on the 
economy; it means that he 
-~ — -should make them persuasive. 

__ Asregards HDFC’sand SBI'sin- 
terest hikes, he said they were 
... justmaking profit. That is nota 
.. very clever thing to say. All 
. businesses want to make 
— profit; and if raising lending 
.. rates increases profits, why do 

-all financial institutions not 
aise interest rates to infinity? 
The reason is that there is 
| "something like the declining demand curve, and that 
.. elasticity of demand is crucial to pricing decisions. 

.. . The home loan market is a highly competitive one, 
and any bank that raises interest rates on its own is liable 
) lose much business. So lenders usually do not raise in- 
rest rates save in one of two circumstances. 

. First, they may be following others, or may be sure that 
thers will follow — that there are external factors affect- 
ing them all that would compel them to raise interest - 
rates. Those factors may be pressure on liquidity or a rise 
. inthecostoffunds. From all the data we have, there are no 
.. Suchfactors at the moment; there is no shortage ofliquid- 
. ity andlenders margins are well-maintained. 

~ Second, individual lenders may have been charging 

-lower rates than their competitors. Some do so because 
they have access to cheaper funds — for instance, their 
customers hold much money in current accounts — and 
- - others because by charging less, they attract more clients 
-and can choose the best. This has certainly been true of | 
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more palpable with Mr Chidambaram, who is un- | 
1edly bullish. He has inherited his ministry at a time | 


Mr Chidambaram should fix 
his eye on the balance of 
payments; on it would depend 
his success or failure 


ONEN dide 





HDFC; it has always tended to lend to solid, honest, God- 
fearing people such as generals and geeks, who would 
rather cut their own throats than renege on an EMI instal- j 
ment. But the flood of demand for loans is now such that. 
HDFC does not need to charge less in order to o dttaot 
enough high-quality applicants. - EM 
What this means is that the low i interest rates n i ling 
over the past three years have finally created a roaring - 








construction industry. It has worked out deals with state 


governments to obtain access to large tracts of suburban 
land, with finance companies to get loans for their buyers, 
and with builders to mass-produce two-bedroom flats. 
This industry is one of the e bedrocks of the © ongoing boom. 
Unfortunately, painful bu ts : 









pacity. A soft touchdown forà 
construction boom is a most 
difficult task; it tests the quality 
ofa finance minister. 
Hence, Mr Chidambaram 
must watch where the threats 
to his treasured boom could 
: come from, and work out how 
hei is going to meet them when 
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profit margins may be x 
eezed, discouraged businessmen may reducei investment 


| andthefallinitmayreverse the boom. This was very com- 


mon in India. Its risk has gone down because the econ- 
omy has been opened up and price pressures now trans- 
late into a worsening of the current account — and it is g 
worsening at breakneck speed at the moment. _ ae 
The other is that the worsening current account w uld 
outrun capital inflows, foreign exchange rese 
“shrink, and with them, money supply 
to a liquidity shortage. This is the; greate 
no way of turning around the ba f 
quickly — except by going abroad with 
and getting money from the Inte tional Monetary 
Fund and the World Bank. Mr Ch idan baram's predeces- | 
sors had much practice in begging. Hei is innocent of this 
art, and no doubt wishes to remain so. In which case, he 
should be asking himself how he can raise the growth rate 
of exports and reduce that of imports: that is the overrid- 
ing question before him. m 
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PftSpects] in Indian mining have started exciting 
investors at home and abroad. Will 
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Limited 
Its great to see new airlines 
coming in. However, these 
start-ups only operate from 
big cities. For example, 
SpiceJet operates from just 
six cities. The smaller, but 
important, industrial cities 


like Kanpur, Chandigarh and Nagpur 
have yet to get good connections. Airlines should 






address their resident's needs and wake up to the huge demand in 
India’s secondary cities. At the Lucknow airport 60 per cent of the the 
tickets are bought by people from Kanpur. 


Abhishek Mudgil, posted on BW website 





PECULIAR INDIAN AIRSPACE 

I was taken by surprise to read the 
news of IndiGo's big plane purchase, 
especially since I had never even heard 
of InterGlobe before. How could this 
unknown company place an order for 
100 aircraft? If they were starting a 
leasing company, I wouldn't have 
questioned them. But starting an 
airline operation with a hundred orders 
is just not feasible here, given the fact 
that just .05 per cent of Indians fly. 

Big dreams of newcomers like 
IndiGo are bound to be crushed under 
Indias tax system. India is full of taxes 
and regulations that restrict airline 
growth.The overheads of airlines here 
are as high as 36-42 per cent because of 
aircraft turbine fuel, which costs many 
times more than the international 
prices. So, fares cannot be expected to 
decrease much due to market factors. 

If ATF prices can be brought to 
international pricing standards, the 
benefits will pass to customers. Also 
the high-wage category salaries should 
be standardised to help thwart pilot 
poaching and extra spending. 

As shown in your article, the 
government lacks consistency in 
approach and direction. If taxes and 
staff requirements aren't changed, 
India will become a free warehouse for 
Airbus and Boeing 
T.K.A. Narayanan, via email 


NO SMALL WORRY 

The government is obviously not 
bothered about small-scale industries 
(SSD (‘Small Scale Sickness?’, BW, 


27 June). If one wants to test the facts 
of this assertion, they just need to 
approach any government SSI 
organisation and see the response. 

I once went to the Small Industries 
Services Institute in Mumbai to get 
some information about starting a unit 
for manufacturing handkerchiefs. But 
when I checked the project reports in 
its library, I found the latest print was 
done in 1981, and the reports were 
torn and in bad condition. 

I wasted two days trying to meet 
someone at a senior level to discuss the 
project. The officer never met me and 
his other colleagues could not be 
bothered either. I now realise why 
many youngsters are running after jobs 
and not thinking of becoming 
entrepreneurs. 

Amit Agarwal, posted on BW website 


CORRIGENDUM 
In ‘The Perils of the Middle Rung’ 
(BW, 20 June), it was incorrectly 
reported that “HCL Perot Systems got 
merged with HCL Technologies". 
The correct version is that NYSE- 
listed Perot Systems Corporation 
acquired HCL Technologies’ stake in 
HCL Perot Systems, a joint venture 
formed by the two in 1996, fora gTOSS 
purchase price of approximately 
$105 million in cash, as per a Perot 
Systems 2003 press release. 

We regret the error. 


Write in at 
editor@bworldmail.com 
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| ) Eg" ane Sat The fortunes of the small town of Barbil in north 
ee "Aem ize. Orissa have turned around, thanks to some 
EM | UD ou 3o 1 sc frenetic mining activity in this mineral-rich belt 





GOUTAM ROY 


Bi COVER STORY 34. Heavy Metal 


EN India’s rich mineral resources are beginning to attract heavy investments from Indian and foreign players. The 
BÉ prospects promise to change the economies of some ofthe poorest states in the country. But myopic policies 
and environmental issues can yet play spoilsport to the mining opportunity. 











Shot In The Arm? Flashpoint Unocal 


Citigroup Venture Capital is likely to The battle between Chev- 


, China, the US — and India. 


fund Dr. Reddy's R&D efforts. The ron and China National 
move could considerably free DRL Offshore Oil Corporation to L3 d 
| from a high-cost, low-return path buy out Unocal has much S AA 
that it's been pursuing for a decade. larger implications for $ ZA 
a 
— 
m 


« Anji Reddy: Keen on exploring 
new avenues of growth Unocal HQ: At the centre > 
of the bidding battle 





Reliance Therecent Reliance Infocomm valuation 


adds the missing piece in the Ambani settlement puzzle. | POSCO It tooka 15-year-old vision and nine months 
of gruelling negotiations to sign the deal for a Posco plant 
GSPC Despite questions about its hurried announce- in Orissa. But the real work has just begun. 


ment, the gas find raises hopes about India’s energy security. ; 
IndiGo Out of nowhere springs a man who says he 


Wipr O Anewteam takes shape as old leaders move on. will buy 100 aircraft over the next seven years. Just who is he? 
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48 Credit Rating Loan 
defaulters beware, you are being 
watched. A database carrying 
information about every loan and 
credit consumer in India will 
change the face of the lending busi- 
ness, and impact consumers. 


S. Santhanakrishnan, chairman > 
of India’s national credit bureau 


60 BW Round Table In justa year, India has emerged 
as the No.1 in the outsourcing industry. Experts look at India's 
new challenges in the global BPO space. 


70 Bookmark A lovely book, full of photographs, tells 


the story of the Tatas over the last century. And some new pre- 
scriptions for helping India’s small scale industries. 
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26 Ashok V. Desai How Reliances 


impact on the financial markets and Anil's skil- 
ful use ofthe press influenced the settlement. 
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towards empowering their players to take deci- 
sions — recognising the leader in themselves. 





4 FEEDBACK 
74 BW OPINION 


Cover Design: Jyoti Thapa Mani 
Photograph: Hemant Mishra 


Web Exclusives 


Fine Print: Ranjeev C. Dubey on the evolving Indian 
law on trade restrictive clauses. 


Stock Sense: Nifty is at a record high, but the broad 
market lags behind. Will the trajectory flatten out? 


A The complete transcript of the BW Round Table on 
India’s role in the global BPO space, moderated by 
Kiran Karnik, president, Nasscom. 


Log on to 


www.businessworldindia.com ) 














EU 
Poverty amidst plenty 


T was nine weeks ago that we put a story on Poscos 12- 
million tonnes steel project in Orissa on the cover, ar- 
guing strongly that it is time for us to take a relook at 
our rusted policies in the mining sector. Since then, the 
project has got the green signal, and we hope both the 
Orissa government and Posco will stick to the terms of the 
agreement, on the size of the project and the rights to mining. 





But as we had argued in that issue, Posco is only the begin- 
ning. Some of Indias poorest states — Jharkhand, Orissa, 
Bihar, Madhya Pradesh and Chhattisgarh — are sitting on 
mineral reserves that could transform the entire region. In- 
stead of asking the Central government for alms and grants, 
these states need to show the imagination and enterprise to 
turn the reserves into engines of 
economic growth. This will lift 
their people out of poverty — 
and also improve state finances. 
All this requires is the political 
will to rid the region ofthe stigma 
of being Asia's prime poverty 
zone. This issue, we hope, will go 
some way towards clearing up 
the cobwebs of confused policy- 
making in the mining sector. 


*) 
Businessworld | 








On a different subject, I have 
been trying to figure out why the Left is behaving so pecu- 
liarly on economic matters — it won't let the Central govern- 
ment do what the Left Front government is doing in West 
Bengal, and it won't let India do what China is doing next 
door. Having been a Communist-watcher for long, I think I 
have found the answer. The Left is proactively looking for 
issues to distance itself from the Central government since it 
will have to fight the Congress party in state elections in the 
near future. This has nothing to do with ideology, and has 


| everything to do with electoral tactics. 


The Prime Minister needs to actively “manage” the conflict 
with the Left, rather than leave it to happenstance. What the 
Left desperately needs are a few “bones of contention" so that 
it can attack the government without bringing it down. Man- 
mohan Singh should identify a few such bones for the Left to 
grapple with. In the absence of such conflict management, 
expect the Left to growl at the Centre all the time. 


le 5 


TONY JOSEPH, EDITOR 
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HE Hyderabad-based Dr. 
Reddys is in advanced talks 
with Citigroup Venture Capi- 
tal (CVC) forfinancing its drug 
discovery business. Sources said if the 





. deal goes through, Dr. Reddys will float 


a special purpose vehicle (SPV) and 
transfer some new chemical entities 
(NCEs) — compounds still undergoing 
testing — to this SPV. 


CVC will infuse equity capital into | 
this SPV in a phased manner. The | 
release of funds will be linked to the | 


progress of the drugs in testing. The 


~ NCEs most likely to be shifted will be 


the ones that are already in human test- 


ing, namely DRF 10945 for metabolic | 
- disorder and dyslipedemia and RUS 


3108 for atherosclerosis or hardening of 
the arteries. If this happens, Dr Reddy's 
will be substantially free from the bur- 
den of supporting a high-risk, high-cost 


; drug discovery effort after a decade of | 


sustained investments and little return. 


In fiscal 2005, the Rs 1,947-crore Dr. | 








Reddy's spent 13 per cent of its reve- | 
nues, or Rs 250 crore, on R&D. Of that, | 





RELIANCE 


The deal's 
missing piece 


N April 2004, Merrill Lynch had 
i valued Reliance Infocomm, 

now an Anil Ambani company, 
at $13.4 billion. Early this week, 
Reliance Industries (RIL) decided 
to convert its preference capital in In- 
focomm at Rs 32 per share, valuing 
India's second largest private sector 
telecom business at just $5 billion. 

The valuation of Infocomm shares 
brings greater clarity about the basis 
of the settlement between the Am- 
bani brothers, Mukesh and Anil. After 
the conversion of the preference 
shares, RIL will hold a 65.9 per cent 
stake in Infocomm (as against nearly 
42 per cent) valued at Rs 14,287 
crore. As per the arrangement be- 
tween the brothers on 18 June, RIL 
will move its Infocomm stake to a 
special purpose vehicle (SPV). Also, 
Mukesh would give up his stake in the 





A 


Derisking 
strategy 


close to 40 per cent, was on drug dis- 
covery alone. Sharing this expendi- 
ture will take pressure off profits that 
have seen a sharp dip, accompanied 
by a collapse in the share price. 

Citi, on its part, will be able to 
link valuations directly to the prog- 
ress that a drug makes in the various 
stages of human trials. Also, by 


B.K. RAMESH 


virtue of its stake in the SPV, it will have | 


a share of the upside if the drug clicks. It 
is likely that the SPV will take the drug 
through trials up to a point after which 
it might even be licensed out to a Big 
Pharma company for further develop- 
ment and marketing. CVC is not a 
stranger to the Indian pharma sector, 
having invested earlier in domestic 
drug maker Lupin. 





Anji Reddy: Hedging his research bets 


When contacted, Dr. Reddy’s and 


_ Citigroup declined to comment. 


Dr Reddys has earlier signed a deal 
to split the cost of generics R&D and 
regulatory filings in the US with ICICI 


| Ventures. (See ‘Unanswered Questions’, 


BW, 11 April 2005). With the Citi deal, it 


| will round-off the process, even as it 
| continues its quest for new drugs. E 


GAURI KAMATH 








SPV to Anil as a part of settlement in 

lieu of the latter’s stake in RIL. He will 
also transfer his personal stake in In- 
focomm to Anil. 

When the deal is done, Anil will 
hold a little over 5O per cent of the In- 
focomm business, the whole of which 
is valued around Rs 22,528 crore. He 
will also get the entire family's stake, 
valued at Rs 2,400 crore, in Reliance 
Energy and Reliance Capital. In ef- 
fect, Anil's share from the settlement 
will total Rs 13,650 crore. 

Mukesh will own the family's origi- 
nal 34 per cent stake in RIL valued at 
Rs 28,000 crore on the date of the 
settlement. As Mukesh ends up with 
a bigger share of the family wealth, 
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sources close to the family say Anil 
may get some cash from Mukesh. 

According to analysts, the current 
valuation of Infocomm will also allow 
Anil room to make up for his lower 
share. When Merrill Lynch put out its 
report last year, it valued Infocomm 
shares at Rs 163 per share. Info- 
comm then issued shares to RIL at 
Rs 250 per share, which Anil did not 
approve of. Later, as Infocomm’s 
broadband plans did not fructify and it 
was fined for a call rerouting fraud, 
Anil is supposed to have whittled 
down the value of Infocomm shares. 

However, analysts feel that Rs 32 
per share of Infocomm is too low. 
Bharti Tele-Ventures, the No. 1 pri- 
vate telecom company, commands a 
value of Rs 45,000 crore, twice as 
much as Infocomm’s value. 

Bharti has just a million sub- 
scribers more than Infocomm and the 
latter has declared a net profit in the 
current year. Says one analyst: “If Anil 
divests in an IPO of Infocomm, he will 
reap a bonanza.” Li 

T. SURENDAR 


GSPC GAS STRIKE 


Bridging the energy gap 


N 17 January 2005, when Gu- 

jarat State Petroleum Corpo- 

ration (GSPC) was drilling a 

third well at its block in the 
Krishna-Godavari basin after one well 
turned out to be commercially unviable 
and the second one dry, it found traces 
of gas at a depth of 5,061 m. 

Last week, Gujarat chief minister 
Narendra Modi announced that GSPC 
had struck 20 trillion cubic feet (tcf) of 
gas worth $50 billion in its KG-OSN- 
2001/3 block in the Krishna Godavari 
basin off the Andhra Pradesh coast. 

It's a significant gas find. The adja- 
cent Reliance gas find has in-place re- 
serves of 14 tcf. The GSPC field could 
produce 40-50 million cubic metres per 






the stockmarket boom and float an IPO 
to part fund the development of this 
field. The state government will invest 
Rs 1,500 crore. Or, it could just be a 
politician trying to score brownie points. 

To estimate reserves, typically 4-5 
appraisal wells are drilled to find out the 
extent of the reservoir. This is to see that 
the flow and pressure is stable for at least 
12-24 hours for three different choke 
sizes. Only then can reserves be esti- 
mated and data submitted to an inde- 
pendent reservoir consultant. Says a 
Delhi-based geologist: "In-place re- 
serves have no meaning. One has to 
look at the recoverable reserves." Adds 
an E&P expert: "You can't announce re- 
serves like this. There are established 


day X (mcmd), methods of esti- 
which could ac- THE NATURAL GAS PROJECTION mating reserves. 
count for 30-33 300 Here, I see a 
per cent of the | touch of flam- 
domestic gas E boyance." 

supply by 2009- Š 29.69 But GSPC 
10. Experts say "2 contends that it 
the gas find Source: Ministry of Petroleum has used a stan- 
wouldgoalong o" i.e eas — v. + Genser for 
wayinenhanc- 2005-06 2011-12 estimating re- 


ing Indias en- 
ergy security. (See graphic). "It creates 
some degree of optimism about India 
that more hydrocarbons could be found 
here," says R.K. Pachauri, director-gen- 
eral, The Energy and Resources Insti- 
tute. In fact, if India could get its equity 
gas of 28 mcmd from Myanmar, where 
GAIL and OVL have a stake, there could 
be a surplus by 2009-10, says Gokul 
Chaudhuri, partner, BMR & Associates. 

But there is still controversy around 
the find. Experts feel Modi or GSPC 
should not have made the announce- 
ment without getting the reserves certi- 
fied by a reservoir consultant or the Di- 
rectorate General of Hydrocarbons 
(DGH), the apex body for all upstream 
activities in India. "It's a bit premature. 
They have to do many tests to find out 
how big the discovery is. Right now, they 
are doing production testing," says V.K. 
Sibal, director general, DGH. 

There are no clear answers on why 
Modi chose to rush. One reason could 
be that he wanted GSPC to cash in on 


serves and done 
the necessary work. A GSPC official dis- 
agrees that the announcement was 
rushed. He says: "Nothing stops one 
from calculating the reserves. The struc- 
ture is 75 sq km large; we have checked 
the porosity, permeability and the flow 
in a zone. The same sediment column is 
there in other zones; we dont expect too 
much difference. We know the structure 
and have the data. We have already in- 
vested Rs 250 crore, need to put it in de- 
velopment mode, put up a platform." 
GSPC argues that one goes for a third- 
party certification when the develop- 
ment plan is ready and the company is 
looking for financing. 

One big spin-off is that GSPC found 
gas in a 35-65 million-years-old creta- 
ceous sandstone structure, where not 
much hydrocarbons were found in the 
past. "This is significant as it opens up a 
new play. More operators would be will- 
ing to explore in crateceous basins,” 
adds an expert. pE 

RANJU SARKAR 


BUSINESSWORLD 9 11 JULY 2005 


NEWS CAPSULES 
Paul quits, Wipro rejigs 


IPRO COO 

Vivek Paul, 
India’s highest- 
paid executive, 
quit to join US pri- 
vate equity firm 
Texas Pacific 
Group (TPG) as a 

A partner. TPG has 

manages about $20 billion and has 
interests in technology, consumer 
products, airlines and entertainment. 
Meanwile, Wipro reshuffled its top 
management. Lakshaman Rao has 
replaced Paul as COO, Sudip Baner- 
jee will head the enterprise business, 
and Girish Paranjpe the banking and 
financial services business. » 





NAMAS BHOJANI 


Radio policy tuned 


OOD news for radio broadcast- 

ers. In the radio policy an- 
nounced last week, the government 
has done away with annual licences 
and brought in revenue sharing (4 
per cent). It has also said it would 
give out licences in 90 more cities in 
about a month. Disappointingly, only 
20 per cent FDI has been allowed, 
not 100. Earlier, 20 per cent FII was 
allowed. The total foreign investment 
cap is yet unclear. Watch this space 
for details on the implications. x 


Gokhale honoured 


USINESSWORLD'S Designer of 

the Year, 2003, Satish Gokhale, 
has won a bronze in the consumer 
products category at the An- 
nual Design Awards 2005 of  : 
Industrial Designers Society of 
America. His creation, Sole- 
mate, are sandals made of 
recycled paper. 
Biodegradable, they 
are of natural colour as 
no bleaching agents 
have been used. 
A pair costs 
less than 
5Ocents. E 













SANJIT KUNDU 


" js spent on television advertising 


AST week TAM announced 
that it would be increasing 
the number of peopleme- 
ters it has in TV homes in 
India from 4,800 to 10,300. This is 
being greeted with approval and re- 
lief, by media buyers, broadcasters 
and advertisers. Over Rs 5,000 crore 


, based on TAM’s peoplemeters in 73 
— towns. They track everything from 
\/ penetration of channels to viewer- 
ship patterns. This increased sam- 
ple means that the currency used to 
trade ad time will now have *more 
robust data on more towns," reck- 
ons Sandeep Vij, president, Opti- 
mum Media Solutions. 

For some time now, there has 


SANJIT KUNDU 


/ been a debate on the adequacy of the | 
| — sample. TAM has always maintained 


that it goes by NRS, which is the estab- 
" lishment survey for it. “Two years back, 
when the market expanded we in- 
creased our panel size from 3,454 to 


4,800. Now the latest NRS (2005) shows | 





TAM PANEL 


Sizing up 


that TV homes have increased to 108 


million. Since the universe has in- | 


creased, we have decided to increase 
the sample," says Atul Phadnis, vice- 


president, TAM Media Research. The | 


details on how many towns the panel 
would go to, the composition of homes, 





TORRENT 


Into Deutschland 


d HE Rs 516-crore Torrent Phar- 
um. T maceuticals said last week it 

, would buy US major Pfizer's 
$60-million German generics arm, 
Heumann, for an undisclosed sum. 
While Pfizer, a Big Pharma company, 
wants to exit the German generics 
market, for Torrent, with generics as 
its core, this is an entry into Europe's 
largest and the world's third-largest 
generics market. 

Generics companies sold nearly 
$5 billion of off-patent drugs in Ger- 
many in 2004. It is a mature market 
that grew at 4 per cent that year. By 
shifting production from Europe to 
low-cost India, Torrent could also 
shore up Heumann’s Margins, says 
Sanjay Dalal, finance director, Torrent 
Pharma. Besides, Heumann could 
market Torrent’s products too. 

Merchant bankers reckon Torrent 
will have to pay $60 million-90 million 
for Heumann, about 1-1.5 times the 
Sales. Recently, Sandoz paid three 


German(e) to 
the issue 


Size of Gel 


times sales to buy Hexal 
and private equity firm 3i 
paid a similar multiple for 
Betapharm. 

While it is still a packet 
for an Indian firm, invest- 
ment bankers say there is 
no other way of establishing 
scale. Gaurav Gupta, head 
of N.M. Rothschild’s 
pharma practice, says criti- 
cal mass will prove elusive without an 
acquisition of significant size. He has 
a point. Early mover Ranbaxy, for ins- 
tance, is still No. 28 in Germany with 
sales of $26 million after six years 
there. Its 1999 buyout of generics bu- 
siness Basics for $8 million and Proc- 
ter & Gamble's hypertension drug Ver- 
atide for $5 million have done little for 
its German presence, say analysts. 
(Ranbaxy wanted to to buy Heumann.) 

Germany is a tough market. There, 
generics are branded and promoted 
to doctors, unlike in the rest of Europe 


ASHISH SAHI 
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Leading Players: Ratiopharm, 


— M ——H— Hi — HÀ 


and soon, are being worked on, Says 
Phadnis. The composition ofthe in- 
creased sample will be announced 
ina month. 

“How the new sample will be 
broken up is very crucial," thinks 
Apurva Purohit, the former head of 


Zoom. She was also a member on 
the technical committee of TAM. 
Purohit thinks that if TAM uses the 
new meters to cover more homes in 
the existing towns the richness of 
data coming out, especially for 
niche channels, would improve. AI- 
ternately TAM could install meters 
in states where it is not yet present, 
like Bihar or J&K. “We would like 
more meters in towns where the off- 
stake of consumer goods is high, so 
that advertisers can see what con- 
sumers are watching, says Ajay 


_ Vidyasagar, senior vice-president, mar- 


keting, Star India. Wherever they go, the 
meters will remain the most crucial 


| piece of hardware in the TV industry. * 


VANITA KOHLI-KHANDEKAR 











man generics market: $5 billion 


Growth Rate: 


Sandoz (through Hexal), Stada 


Attraction: High generic penetration, 
largest generics market in Europe 


Challenge: Mature market, 
government mandated price cuts 


or the US. This is costlier than hawk- 
ing plain vanilla generics as it means 
having to have a trained sales force, 
and buying one is cheaper and faster 
than creating one. Besides, doctors 
would prefer to deal with an estab- 


_ lished local player than a new, foreign 


| 
| 
| 
| 
| 


one. Add to that, the German market 
is consolidating. Recently mandated 
government price cuts have put pres- 
sure on weak players. Given these 


, market realities, inorganic growth 


Gái 
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seems inevitable. 
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Coconut Development Board. — “wmn 
Moving ahead on the road to product diversification 











Parents 





MC 


Siblings 
Discover the versatile coconut. And the ever growing family it gives birth to. Sweet Coconut Chips, 


Virgin Coconut Oil, Coconut Milk Powder, Packaged Tender Coconut Water, Desiccated Coconut 
Powder, Vinegar, Coconut Milk, Shell Products, Handicrafts & so forth. Truly a great lineage. 


t Ma th wo 


For further details, contact: Dy. Director-Development, Cocon ut Development Board (Ministry of Agriculture, Government of India 
| Kera Bhavan, Kochi-682 011, India. Tel: ++91-484-2376265, 2377266, 2377267. 
| Fax: ++91-484-2377902 E-mail: enk_cdrkochi@sancharnet.in Visit: www.coconutboard.nic.in 
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A organisation which successfully stands the test 
of time is one that transforms itself in line with 
changes in the environment. Hindustan Lever's 
‘continued success in India over the past 75 years is 
‘marked by conscious transformations, building on the 
past and reshaping for the future. 


‘During the sixties we altered the holding structure to 
reflect the aspirations of Indian shareholders. In the 
seventies we diversified into non-FMCG businesses in 
line with government policy. In the eighties we 
developed a new business system to compete in the 
low price segment of laundry. The nineties saw the 
consolidation of Unilever group se with. 
as well as acquisitions. 


As this millennium dawned, it wa 
new India was emerging very 
 revamp our portfolio and busi: 
- competitive. In short, w 





An organisation 
stands the te 
transforms 
changes in the e 
millennium d 
apparent that a ne 
emerging very fast. We 
revamp our portfolio an E 
enablers to remain competitive. In 
short, we needed yet another 
transformation. We have engaged 
in this exercise for the last few 
years and a new Hindustan Lever 


has indeed emerged. 
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Bringing FMCG back to Growth 


M. S. Banga 


Chairman, Hindustan Lever Limited 


transformation. We have engaged in this exercise for 
the last few years and a new Hindustan Lever has 
indeed emerged. The benefits of this are already 
visible in growth. Indeed we are confident that we will 
deliver sustainable growth for the company in the 
coming months and years. Before I dwell upon the 
transformation, I will briefly touch upon the crisis of 
growth faced in recent years by the FMCG industry. 


The Crisis of Declining Markets 
Through the nineties, the FMCG markets grew at 
almost 15% per annum in value. Suddenly, in 2000, 


oe market growth stalled and then declined for 


rtant to understand why 


economy resulted in 
ure for the consumer's 
p in interest rates from 
«demand for consumer 
is, two-wheelers and 
ould drive out of a car 
h a down payment of 
nership market grew 
age of a home loan 
Ne pe 1999 to 30 in 2004. 
bile phon ownership and usage exploded due to 

ma nd convenience benefits as well 
t, Leisure and Travel 
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went o buying three of Lux and thre ee mos 
$. Or a consumer buying Surf Excel for her 
clothes mixed it with a cheaper powder. As a result of 
this shift in spending patterns, the FMCG market 
declined in value in the last four years creating a major 
challenge for growth. 


The new Hindustan Laver! Focussed. on FMCG 
In 2000, 75% of our sales came. from FMCG 
businesses. The rest came from several non-FMCG 
businesses which were not profitable, and did not 
offer prospects for long-term leadership. Besides, they 
were a drain on the core FMCG business, both in terms 
of resource and focus. 


©- Speciality Chemicals, 


—-Rs.1,750 crores as in 


a foods. Over the last 


"uk any comparison. Across the wor 
. -strong correlation between inco 


We decided to disengage from all non-FMCG or 
commodity businesses. In all, we have divested and 
discontinued 15 businesses including Animal Feeds, 
Nickel Catalyst, Adhesives, 
Thermometers, Seeds, Mushrooms etc. with sales of 
1999. I would like to assure the 
shareholders that the company derived excellent value 
from these divestments. 


Today we are a focussed FMCG company with our 

branded business accounting for over 9096 of sales, 

consisting of 35 brands across 20 categories. These 

will be our main engines of growth, with higher levels 

of resource concentration, be it technology, people 
talent or media spend. 





E 5 Building blocks of a strong Foods business 


[n Foods, we see enormous growth potential in leading 


the evolution of consumers to branded and processed 
few years we have focussed on 
putting in place the building blocks of a strong Foods 
business. Historically our Foods business was 
fragmented and lacked scale. It was often 
commoditised with low margins. We recogni: 
changing food habits would require 
investment which the current busin 
not afford. Therefore we diveste 
parts like Vanaspati. We h 
portfolio and improved the 
through product mix and co 
cleared the supply chain o 
for fresh availability ot 
business has a healthy 
chain driven by freshn 
now invest for growth t 


consumption levels in all of o 





of FMCG markets. Over the next 10 yeal 
income in India is likely to touch China's cur 
levels. At those levels, the FMCG market will be over 
Rs.100,000 crores from a current value of Rs.40,000 
crores. This is an opportunity that we are well poised 


to seize. 


Why we will win 

Portfolio of Strong Brands 

Our main challenge was to reverse the downtrading in 
our categories and re-establish the relevance of our 
brands in the mind of the consumer. In 2000, we had 
410 brands, many undifferentiated and lacking scale. 
We chose to focus on 35 power brands covering all 

























































consumer appeal and price segments. We are already 
seeing the benefits. 5ix brands - Brooke Bond, 
Lifebuoy, Lux, Fair & Lovely, Rin and Wheel ~ have 
emerged as mega brands in the last five years, each 
with sales of more than Rs.500 crores. 


Better Value | 
The first step was to ensure that we offered world class . 
quality and real differentiation backed by technolog 
to give us the advantage over low priced competitio: 
We have invested over Rs.400 crores, or 596 of sales, 
the last three years to upgrade our brands. 





In several cases we reduced prices to make our brant 
more affordable. Better quality and more affordable 
prices have increased the value to the consumer. 


We have also launched several low unit size and price. 
packs for single use to make our brands more 
accessible to all income groups. For example, we were 
the first to introduce a branded toothpaste in à tube at 
Rs.5 and a branded quality shampoo in a bottle at RSS. 


is a soap!" Or indeed, 
velt". B 
was only when we. 
f health and protection. 
| a larger space in the 


w stronger than 
orld class quality 
differentiation. 
nvested substantially 








1 better quality and more 
affordable prices. Perhaps the 
most significant change has been 
to move our brands beyond merely 
making functional claims to 
playing a bigger and deeper role 
in the lives of consumers. 



















































Our people have led this 
transformation. This has not 
been easy at times. In fact, it 

has involved a lot of pain. Not 


| 

| 

| 

| 

| 

| 
everything that was done | 
worked first time. But we kept | 
moving forward, learning from | 
experience, determined to drive | 
change and make it stick. We are | 
all totally committed to our | 
goals and will accept nothing | 
less. There is a sense of 
confidence as the labow 


fruit, and a convict 


t 


“consumer's mind. It m 
za health essential. Tod 
has grown at over 15% 





Similarly, in the laund 
J well beyond the benefit: 
“buckets of water with 
. importance of that benef 
who often get running w 
hours a day. Surf Excel is o 
brands today. | 





-because they are relevant to two 
the Indian housewife:family health 
of water. 


n addition to the growing consciousness of health, 
nsumers today are looking for ways to look good 
d feel good so that they can get much more out of 
e. In short, consumers are seeking Vitality in their 
ives. Our portfolio of 35 power brands is uniquely 
positioned to offer nutrition, hygiene and personal 
^ care benefits and thereby deliver Vitality. 


< Technology, the Key Differentiator 
-Our brands and sound understanding of the local 
consumer are supported by a world class Research 


and Development capability. We have over 200 of the 
brightest scientists and technologists based in India. 





Our recent reorganisation leverages the talent pool 
from across 16 global technology centres, of which 
four are in India. In all, we have over 4,000 high 
quality minds across Unilever working relentlessly to 
provide new benefits that make a real difference to 
our consumers. 


Winning with Customers 


Hindustan Lever has historically had a strong bond 
with its customers. We have strengthened this and 
reinvented the way we manage our distribution 
channels and our customers. The sales structure has 
been transformed to leverage scale and build expertise 
in servicing Modern Trade and Rural Markets. We have 
also delayered our sales force to improve our response 
times and service levels. 


Our customers 
replenishment. 


are serviced on continuous 
This is possible because of IT 


connectivity | across our extended supply chain of 





























ctories and 7,000 stockists. 
kend processes into a 
infrastructure, which 
he country. All these 
onhanced operational 
‘vice to our customers 
he marketplace. 

uture 

have also begun to 


future. These are both 
s of engaging with 


hrough Pureit, shows 
0% protection against 
vides water which is as 
needing electricity or 
At 17 paise per litre, it is 
common man. We have 


ots. E end) BASE 1, 400 towns with over 3 
| consultants. Besides reach, HLN enables direct 
interaction with consumers and customises solutions 
for them to give them a complete brand experience. 


Project Shakti, launched in 2001, complements our 
rural reach in small villages,in partnership with 
underprivileged rural women from Self- -Help Groups. 
It has been extended to 60,000 villages in 12 states, 
already touching 75 million people. By the end of the 
year, Shakti will cover 100 million people. 


Underprivileged rural women need a sustainable 
source of income. Shakti is meeting this critical need, 





in most cases doubling the household incomes of the 

is Shakti entrepreneurs' families. In addition, it is 
spreading health and hygiene awareness through 
the Shakti Vani programme, and providing access | 
to livelihood-related information through the | 
i 





We in the new Hindustan Lever see E 


.;iShakti community portal. This path-breaking 
initiative combines the company's business interest 
with our ongoing commitment to the development | We have 35 powerful brands 
of rural India. | 


an exciting opportunity for growth. 





covering all segments, with leading 
Our People & Organisation 
We have restructured the company, integrating eight 
Profit Centres into two Divisions - Home and Personal 
Care(HPC) and Foods. The result is a simpler and 
leaner organisation, less hierarchical with fewer levels 
™ and greater empowerment. This has eliminated 
: complexity and speeded up decision making. Today 
the company is far more youthful in attitude and 
spirit. There is greater openness and transparency. 


market positions in most. Today, 
these are stronger and more 


relevant to the consumer than ever. 





. Our people are energised by the 
scale of the opportunity and 


determined to seize it. The scale of i 
Our people have led this transformation. This has not | 
been easy at times. In fact, it has involved a lot of 
pain. Not everything that was done worked first time 
But we kept moving forward, learnin 
experience, determined to drive change 
stick. We are all totally committe 
will accept nothing less. Th 
confidence as the labour bear 
that we will win. 





our business and operations gives 



































eed. We are 


jit EOE io ead eee nea TOSS: 


The Transformation: In 


To ensure that Hindust 
cnm the long- -term, w 

‘investments in product q 
As I mentioned earlie 
quality alone has been 
596 of our sales. 


ir brands and building 
begun to yield benefits 
vth. Volume growth is 
th, which in turn will 





| iting markets offering | 
In addition there has be pap B 


market position. Re 
competitor attacked our 
price reduction of as mui 
speed and determinatio 
experience in India and i 
-. been able to fully protect our ma 
. share, albeit sacrificing short-ter 
. this necessary trade-off as market 
means of sustaining future profit. 
stronger market positions will surely lead tc 
long-term profit. 


se penetration, increase 

sonsumers. As a result, the 
| to grow to over Rs.100,000 

jase of Rs.40,000 crores. 3 














ndustan Lever see an exciti 
"érowth. We have 35 powerful brands 
H segments, with leading market positions: 
st. Today, these are stronger and more releva 
to the consumer than ever. Our people are energised _ 
by the scale of the opportunity and determined to - 
Despite these significant investments to strengthen seize it. The scale of our business and operations — 
the long-term competitiveness and the costs of gives us the resources we need. We are very 
defending our strong market position, we still remain ^ confident of delivering sustainable profitable growth. 
one of the most profitable companies in the country. | | 





Conclusion 


In recent years, the FMCG sector declined due to This is the text of the speech delivered by M. S. Banga. Chairman, 
 downtrading. Our transformation has resulted in a Hindustan Lever Limited, at the Company's AGM held in Mumbai 
. new HLL which has successfully faced this challenge ^ on June 24, 2005. The speech may also be accessed from Hindustan 
. and reversed this trend. It has done so by Levers website at http://www hil.com. 
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Recent BPO fra uds -— 


in INDIA 


une 2005: Karan Bahree all a sells confidential 
ccount information to an undercover reporter 
British tabloid The Sun. Actual contents of CD 
known. Result: Bahree sacked. 

















| 
March 2005: Ex-employees of MsourcE siphon | 
ver $400,000 from accounts of US-based | 
adit card holders. Result: A dozen arrested by | 
e police and later released on bail, Case is on. | 
larch 2004: WiproSpectramind caught | 
eading customers of Capital One, a US-based | 
dit card issuer. Result: 30 WiproSpectramind | 
r ployees sacked | 
| 

| 

| 

i 

| 

i 


pre overseas 
Jn the US, the FTC reported data thefts to 

he tune of $50 billion in 2004 

In May this year, a New Jersey-based 
ai ring accessed 676,000 bank accounts 
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THE SUN STORY 


False 


Lor 


health records) is usually on 
servers abroad and is accessed 
on terminals without hard disk 
drives, USB ports, or spread 
sheetor word processors. Cam- 
era phones are banned. 
Besides, compliance mana- 
gers track irregular behaviour. 
Wipro Spectramind (WSM) has 
100 of them looking at abnor- 
mal call patterns like an agent 
seeking social security num- 
bers. ICICI OneSource has a 5- 
person security team while 
Transworks has 8-10 security 
specialists. They monitor 2-5 
per cent of the calls made by 
agent every month to sniff out 
irregular behaviour. 
Companies spend 3-15 per 
cent of revenues on security 
systems — firewalls, encryp- 
tion, etc. Globally, the average is 
10 per cent. Process audits and 
random checks are frequent. 
While India has the highest 
number of BS7799 (a security 
standard) certified firms — 
70 out of the 100 certified 
. companies are in India. 
As earlier cases, the Sun 
story is unlikely to hit out- 


sourcing. Says Ravindra Datar, principal 
analyst (IT services & BPO), Gartner: “It 
will force companies to re-evaluate se- 
curity systems, but will have no impact 
on business coming to India." 

But despite the tight security mea- 
Sun stirred a hornets nest | sures in India, expect the number of re- 
claiming it had bought a CD | ported cases to go up in future. The BPO 
a containing bank account de- | industry is growing at over 35 per cent a 
tails of 1,000 British customers that had | year and has an attrition rate of over 45 
been ferreted out by Karan Bahree, a | per cent. The number of people it em- 
BPO worker in India. ploys will rise from 350,000 people now 

. The claims remain unverified, but | to 1 million by 2008. 
.Bahree's employer, Web solutions com- To secure systems, BPO companies 
-pany Infinity eSearch, has sacked him. | should invest in software frequently 
nfinity is not into BPO or banking work. | used by stock markets, says R. Venkat, 
None of the banks whose employee | executive director, KPMG. These cost $1 
ata is supposedly on the CD has re- | million-2 million and trackunusual pat- 
. ported any data loss. terns. No BPO uses it at present. 
—. PricewaterhouseCoopers associate To minimise theft, automation may 
director Sivarama Krishnan feels the | geta boost. The rationale: systems be- 
“tabloid “may have made a dubious | have more predictably than humans. Of 
claim’. Says Prakash Gurbaxani, the | course, hackers would still try and break 
-CEO of Transworks, a 3,500-strong BPO | in and companies would need to check 
company: “It is impossible to take data | systems more frequently and do more 

out on a CD from a call centre." Thein- | rigorousstaffbackground checks. W 

formation (on credit cards, insurance or SHELLEY SINGH 


errem 1 & 


alarm? 


AST week, British tabloid The | 


















y fo 


MUTUAI 
FUND 


ize mone 
| MUMBAI-17th Ju 


priz - 
national winnel 


Rs. 2 lakl 
PUNE-16th July 


I 
t 
i 
! 


| BANGALORE-14th July 
TATA MOTORS 


| KOLKATA-10th July 


' 
an anr P625 


What d 


anemia 


1 y " errmsg Poi 
Nd . M " T m sauna m PAM vat Mta " Win 


Tamia tat V scan basi 


d 


monis 


nan! 


z 
5 
E 
E. d 
$ 
= 
= 
z 
z 
A 
< 
: 
z 
E 
z 


> 
[^7] 

e 

= T 
5 

e o 
5 e 
v 

ar, I 
A 

-_— 

: : 
© 

c 

2 

7o 

© 

< 


Wwe Tl 


Mi 


National Final July 24, 2005 in Mumbai 
Register at www.tata.com 


ENTRY FREE 





< | je I x N B 1 
E 1 e] " 


POLITICS 


The Left's 
tightening 
noose 


T would be simplistic to dismiss | 


the stand off over the BHEL disin- 


vestment as just another Left gim- | 


mick in the run up to the next year's 


/ assembly polls in West Bengal and Ker- | 

. ala. The elections and, consequently, | 
the compulsion to distance themselves | 
' from the Congress, certainly weigh | 


heavily on the minds of the Left leaders. 


One, this was the first time the Left- 
ists withdrew from the coordination 
panel set up by the Congress for smooth 


_ functioning among the UPA partners. It 
_ was a virtual ultimatum from the Left | 


that its support cannot be taken for 





_/ But there are enough indications that | 
.. this round of trouble is more serious. 


granted. Two, it was also the first time | 
that non-Congress UPA partners sided | 


within the UPA and its supporters is be- 
ginning to take shape. 
While there is little likelihood for 


` openly with the Left on an economic is- | 
. sue. It’s now clear that a pressure group | 


now ofthe Left (or any of the allies) actu- | 
ally toppling the government, the BHEL | 


controversy may have set in motion the 


. search for a non-Congress, non-BJP 


/ Third Front type of alternative. 


No convergence: Left lead- 
ers Harkishan Singh Surjeet 
(R) and Sitaram Yechury (C) 
leave the prime minister’s 
residence with finance 
minister P Chidambaram 


Left sources acknowl- 
edged that CPI(M)’s ultimate 
dream is to lead such an al- 
liance and it intends to use its 
high visibility in the current 
ruling establishment to carve 
out a larger role for itself on 
the national political stage. 

A significant step Left par- 
ties took recently towards this 

& istocirculate its policy papers 
on various economic issues 
to all UPA partners. Earlier, 
these papers were sent only to 
the prime minister's office 
and Congress leaders. The 
strategy worked as DMK ral- 
lied behind the Left on the 
BHEL issue. The NCP initially 
came on board, but then de- 
cided to sit on the fence be- 
cause of civil aviation minis- 
ter Praful Patel's own battles 

with the Left over privatisation of the 

Delhi and the Mumbai airports. 

The speed at which Congress made 
conciliatory noises after the Left with- 
drew from the coordination panel 
shows it is aware of the dangers ahead. 
For the first time since the UPA govern- 
ment unexpectedly came into being, 
the chips are on the table. And they dont 
look good for the Congress unless it re- 
views its big brother approach to its 
coalition and treats the concerns of its 
partners with greater sensitivity. 

To give the devil its due, the Left was 
not even consulted before the Cabinet 
decision to divest 10 per cent shares in 
BHEL. This happened despite the Marx- 
ists’ well-known opposition to divest- 
ment in profit-making PSUs. 

With BJP in trouble, the NDA is be- 
ginning to look very fragile. BJP's allies, 
and indeed some of its own people, 
have already started the search for an al- 
ternative. Congress cannot afford to ac- 
celerate the formation of the Third 
Front. Its government is safe only as 
long as CPI(M)'s ambition remains a 
distant dream. a 
ARATI R. JERATH 
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BJP 
Deep fissures 


HE removal of former external 

affairs and finance minister 

Yashwant Sinha from the post 
of party spokesman this week sig- 
nals the start of a new inward look- 
ing phase in the BJP The party of the 
1990s, when it cast its net far and 
wide to gain larger acceptability, is 
slowly vanishing as the party re- 
treats back into the dark space be- 
hind the cloisters. 

Sinha’s exit from a party post was 
inevitable after he first publicly criti- 
cised Advani's views on Jinnah and 
then lambasted the BJP government 
in Jharkhand as corrupt and ineffi- 
cient. Such indiscipline could have 
been overlooked if it came from a 
die-hard sanghi like Uma Bharati. 
But from an “outsider” like Sinha, a 
former socialist who joined the BJP 
during its ascen- 
dancy, it was un- 
forgivable. 

The next step 
would be his ex- 
pulsion from the 
party if he 
chooses to take 
the confronta- 
tion further. 

The Sinha 
episode is not 
just an example 
of the mood 
change in the BJP It also underlines 
the unraveling of the party, as those 
without saffron loyalties reassess 
their future in a party caught in the 
throes of an identity crisis. BJP cir- 
cles believe that Sinha is just one of 
those many late entrants. They ex- 
pect that all those who streamed into 
the party from the Congress, the 
Janata parivar and elsewhere, will 
follow suit over the next few months. 

And it’s not just the BJP The NDA 
is also beginning to look shaky as the 
allies reassess the benefits of stick- 
ing to a party that’s unsure about its 
own future. Sinha may be just the 
first casualty of the post-defeat blues 
rocking the BJP a 

ARATI R. JERATH 


DINESH KRISHNAN 
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the entire colour picture tube 
manufacturing business of 
^ Thomson SA of France last 
week for 240 million euros. The deal, 
which has been struck through Eagle 
Corporation, a Videocon arm based in 


A 


Tinneapolis, US, marks Thomsons exit 













equipment and media services. 





colour picture tube manufacturing ca- 
-pacity of 19 million units a year spread 
. across Mexico, Poland and China (two 





. in CPTs, after LG-Philips and Samsung 
pue (See ‘Pretty Picture’). 
5. The move is significant as it would 





—, allow Videocon to grow beyond India, 
V. where it has been losing the market to 
~» South Korean companies LG and Sam- 
4. sung.SaysVideocons group adviser S.K, 
- Shelgikar: “We decided that we could 
not be just a local player. Either we take 
the brand global, or go in for intermedi- 
aries. Since the former was tough, we 
decided to focus on the latter." Thom- 













breaks. Videocon had a glass shell man- 
ifacturing capacity of around 5 million 
units. It can use that to its advantage 
-since shells account for at least half the 
Cost of picture tubes, 
Fi Videocon considers the deal sweet 
-» because it got the units that were valued 
“at 1.1 billion euro a year ago at the price 


from consumer electronics for digital | 


- The buyout will give Videocon a 


~ units), catapulting it to the global No.3 | 







| 
| 
| 
| 
| 





he picture tube coup 


HE Videocon group bought | 


it did. While 16 bidders were in the race 
for the units to start with, the number 
was down to four before Videocon clin- 
ched the deal. Thomson will be writing 
off 850 million euros on the value of the 
tubes business as the cost of selling it. 
The agreement between Thomson 
and Videocon is in two parts. Thomson 
will get 240 million euros for its CPT 
business and will invest 240 million eu- 
ros in two listed Videocon companies — 
225 million euros in Videocon Indus- 
tries and 15 million euros in Videocon 
International — acquiring 14 per cent 
stakes in each. Eagle will own the erst- 
while Thomson units and, says Shel- 
gikar, it could float an IPO in 6-7 months. 
Videocon’s acquisition, however, 
seems to run in the face of 
the global trend of con- 
sumers shifting from 
CRT-based to LCD-based 
and plasma TVs. Even the 
global leader in this seg- 
ment, LG-Philips was 
forced to shut in its CRT 
plant in Europe after in- 
curring heavy losses as 
this trend became 
stronger there. As for the 

Indian market, it has 
spare capacity of 
more than 5 million units 
at present. 

Sources say Videocon is also 
eyeing Japanese conglomerate NEC’s 
plasma display panel unit in Fokaya, 
Japan, among other opportunities. NEC 
has seen some recast due to troubled fi- 
nances. The move will be critical in 
helping Videocon realise its global am- 
bitions. Group chairman V.N. Dhoot 
also indicated that the Electrolux deal 
would be bigger than the Thomson one. 
Could it be that Videocon is eyeing AB 
Electrolux’s home appliance plants 
abroad? As it is, the latter is shutting 
these plants across the world. 

Shelgikar's reasoning is clear. "The 
consumer durables business globally is 
in the down stages of the cycle. If I don't 
take the opportunity now, I wont geta 
chance when the cycle reverses”, = 

NANDINI VAISH 
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THE DAY YOUR HAIR NEEDS 2000 KGS OF THRUST IS 
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* 7 com equipment (sold mainly by MNCs such 


'; mobile phone service companies, one of the 
. mostcontentious issues has been its charac- 


~~» may contend that such taxes are incorrectly 


BY INVITATION: KETAN DALAL 


- That syncing feeling 


HE telecom revolution has trig- 
gered a large number of direct 
and indirect tax issues. Given 
the importance of software in 
operating the hardware for tele- 


as Ericsson, Motorola and Nokia) to Indian 


terisation and taxability. 

Ifthesupplyisto be considered taxable in 
India, its implication for withholding taxes is 
relevant not only to the taxability for the re- 
cipient foreign company, but also withhold- 
ing tax obligations on the Indian payer with 
consequential impact on penalties, interest 
and prosecution. Also, it possibly affects the 
pricing of future supplies, especially if there 
are issues in claiming tax credits in the for- 
eign country since the foreign governments 





By using global 
legal precedents, 
the Delhi Tribunal 

has taken one 


only perpetual, but also did not allow the li- 
censee to make a copy and specified that it 
was meant for running the equipment. 

The Organisation for Economic Corpo- 
ration & Development (OECD) has said that 
where there is no right of commercial ex- 
ploitation of a license and no right to make 
copies, it should be categorised as a sale and 
not as a royalty. The US Internal Revenue 
Service (IRS) has also opined on a some- 
what similar basis and sought to distinguish 
between what is calls a 'copyright right' and 
a ‘copyrighted article. According to the IRS, 
the former regards the ability to make 
copies and commercially exploit the pro- 
gram, but the latter does not. Thus, only the 
former can be classified as a royalty. 

The tribunal considered various impor- 
tant aspects and held that one had to first 
identify the category under which the soft- 
ware could, if at all, be taxed as royalty and 


being levied by Indian authorities. more step towards that category was identified as ‘copyright’. 

W a a i The licence was also described as non-ex- 
d Royalty: Wide definition Integrating India clusive and that was held to be relevant in 
The controversy has arisen as the definition into the world the context ofthe definition of copyright un- 

of royalty both under the domestic legisla- der the Indian Copyright Act. Interestingly, 

tion as well as under most of the tax treaties economy the Supreme Court decision in the case of 


., India has signed is very wide. The definition 
... ofroyalty under Indian law includes any consideration for the 


transfer of all or any rights, including the granting of a licence 


~~ inrespectofintellectual property rights (IPRs) such as a patent 


or trademark. The definition in most tax treaties is also wide 


; andincludes payments for IPRs such as a copyrights. 
. Delhi Tribunal decision — A landmark 


— Inalandmark decision dated 22 June 2005, a special bench of 


the Delhi Tribunal has held such software as not liable to in- 


/ cometaxin India. Telecom hardware and software is normally 


'sold' as an 'inseparable' package and the software is essential 
for running the hardware. But the former normally involves 


. certain IPR issues that the telecom supplier does not want to 


part with in an unfettered manner. So the issue usually has 


'* been that the hardware transaction has been described as a 


sale, but the software transaction as a licence, in most cases, a 
perpetual, non-exclusive one. But it does permit the licensee 


—. (the cell operator) to transfer the software with the hardware. 


Since there are differential rates of customs duty on hardware 


' and software, these are distinguished for customs purposes, 


but that was not considered by the tribunal to be determina- 


_/ tive ofthe characterisation of software, but it considered it im- 
— portant that the software was for operating the hardware. In 


the cases under consideration, the software licence was not 


Tata Consultancy Services that was given in 
the context of sales tax was also relied upon. In it, software 
transferred to an electronic medium was held to be goods and 
liable to sales tax, despite being copyrightable. 

Dealing with various technical aspects of the term ‘copy- 
right, the tribunal agreed with the IRS on the distinction be- 
tween copyright right and copyrighted article, with only the 
former allowing commercial exploitation and reproduction. 
The latter has been compared to the sale of a book and irre- 
spective of the copyright remaining with the author (and, in 
this case, remaining with the so called licensor, i.e., the foreign 
telecom company), it cannot be characterised as royalty. 

Interestingly, and this would be relevant for the evolution 
of judicial thought in India, strong persuasive value has been 
placed on the OECD commentary and by the IRS, thereby sig- 
naling one more step in the integration of India with the world 
economy. The general perception internationally (among 
MNCs and leading tax authorities) is that India has not appre- 
ciated international tax precedents and practices and it needs 
to do so if it is to be a part of meaningful global business. In 
that context, clearly, such a well-reasoned and pragmatic de- 
cision will be important in establishing India’s credentials in 
the international tax arena. 5 


Theauthor is senior partner at advisory firm RSM & Co. 
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People who think out of the frame may apply 


Business Editor (Mumbai): The person we are looking 
for should have at least 3-4 years experience as an editor of business journalism. 





Business Journalists (Mumbai): Candidates should be adept in analysis and incisive reporting of general 
business news, financial news, industry trends, corporate performance and management schools of thought 


Marketing Executives (Mumbai, Delhi, Bangalore): Candidates should possess at least 2-3 years experience in 
media sales and marketing in the print and/or electronic medium. Candidates with experience in a media 
agency will also be considered. 


Send in you CVs to Bobby Daniel at spenta@email.com 
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tiore is on a new Ques 


In a brand new program, CNN's Richard Quest goes in search of answers and advice fron 
the brightest in the business. He uses his unconventional and unique interviewing style to gai 
an insight into what makes people tick. 


In this half-hour monthly show expect quirky and popular Richard Quest to unleash his energ 
dynamism and professionalism on his top-drawer guests. 


Quest airs on 

Saturday, July 9 at 5 p.m. 
Sunday, July 10 at 12 noon 
Sunday, July 10 at 6 p.m. 
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POST iTS 


THE INNERWEAR GUIDE MAYBE 
it's the G-strings. Or maybe it's the fact 
that the women's innerwear market 
was reported by KSA Technopak to 
be the highest growing apparel item 
across income groups. For all this 
EN = ^t and more, a monthly lingerie trade 
pem —— E | publication, Bodywear News, was 
xum zz . launched in Hindi recently. With its 
first run of 20,000 copies, it is be- 
ing launched in 12 states, includ- 
ing even Jammu and Kashmir. 
Priced at Rs 20, it's intended for all 
the small time panty stalls and hook manufacturers that 
make up the bulk of this over $400-million industry. 
The owner, Niksan Info Media, also publishes Lace N' Lingerie, 
an English trade magazine. Lace N' Lingerie used to carry a 
small Hindi section, but after receiving a deluge of demand for 
more Hindi coverage, the company decided it needed another 
medium. Niksan, which has a turnover of around Rs 2 crore, 
also runs India's annual innerwear trade show, Bodywear. 
Though some risqué language is used inside, it's a decidedly le- 
gitimate trade publication. So, how will Niksan's CEO, Sanjay 
Manocha, keep his newspaper from being viewed as just an- 
other girly magazine? "That's why we changed the title to Body- 
wear” he said. Gi 
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THE FUNKY NARTYALPANI P.T. Usha is an unusual brand am- 
bassador. But then coconut water is not your regular sports 
drink either. Usha is endorsing packaged coconut water as a 
health drink. The campaign, likely to break in print media this 
week, is part of Coconut Development Board of India’s (CDB’s) 
bid to popularise coconut. CDB, which comes under the Union 
agriculture ministry, has an allocation of Rs 1 crore for market 
promotions for the project. 

The need to package coconut water arose to preserve its 
nutritional value. After the preservative technology was devel- 
oped, potential buyers, including Coca-Cola India, started show- 
ing their interest in owning it. One of the applicants was Ajay 
Jain of Jain Agro Food Products. Jain set up his unit in Banga- 
lore in 1999, to make coconut water brand Cocojal. Today, 
the brand, which has a shelf life of 9 months, has an an- 
nual turnover of Rs 2 crore from 5 
major markets: Bangalore, 
Chennai, Mumbai, Delhi and 
Hyderabad. Jain plans to take it 
across India, eventually. And all 
this has come through word of 
mouth publicity. Being a small- 
scale player hasn't given him 
the privilege of large marketing 
budgets. But Jain, who is also a 
member of the CDB board, will 
surely benefit from the media 
blitz CDB is planning. & 












BRAND SHOPS 


Sonys latest 
Xplosion 


NDIAS car audio players have been bitten by the brand- 
building bug. Sony India has set up a new chain of (cur- 
rently five) retail stores called Xplod Pitstop with the aim 
to create awareness of the brand ‘Sony’. The name, with 
its zippy Formula One racing appeal, has been designed to 
convey power and speed. The target buyers — upwardly mo- 
bile youngsters. The product range — fashionable and expen- 
sive. Blaupunkt plans to have 20 brand shops — it has two to- 
day — by March 2006. Alpine too has one such store in Delhi. 
What sets these stores apart from others is the customer's 
experience inside these shops. If you look at the picture 
alongside, you'll see a 
customer sitting at the 
centre of an in-car enter- 
tainment console at an 
Xplod outlet. All units 
within this console are 
displayed the way they 
would be in an actual car, 
and the customer can 
choose to play various 
combinations of speak- 
ers, head units, sub- 
woofers, and even TFT 






(thin film transistor) 

screens. Internationally, 

such demo facilities or 

layouts have been around 

for sometime now in the OU 

more mature markets like ui. 

TRIBHUWA 
MOVING 

S president of Sony's were the usual titters. 
distribution company, Adityas job is different 

SET Discovery, he has too. At Sony, he had to make 

banged his head against the | pay revenues speak for the 


impossible cable system in 
India and won. Therefore, 


company. In about five 
years, from nowhere, Sony’s 


theoretically, anything else pay revenues are now sec- 
should be easier for Shan- ond only (arguably) to Star 
tonu Aditya, 45. But Sahara, | India. Sahara, however, is a 
with all the intrigue sur- mixed bag. Its TV station, Sa- 
rounding it, will be different. | hara One, doesn't figure in 
So when Adityatookoveras | the general entertainment 
CEO of Sahara India Enter- sweepstakes. The film busi- 
tainment, a joint venture be- | ness, isin better shape. It has 
tween Sahara and Percept, about 40 films under pro- 


in the middle of June, there duction, some big hits, oth- 





Europe and the US. 
Take a look at some of the 
pa products being showcased at 
Xplod. Apart from the several 
types of LCD screens — for 
the dashboard, back of head- 
rest and roof mounting — Sony is 
betting big on the ‘DreamStation’, launched last 
month. Priced at Rs 22,990, about 670 units have already 
been sold with the hope to sell about 1,200 units by March 
2006. An LCD screen combined with a DVD player, this prod- 
uct can be used in the car and carried into the house or of- 
fice. Not only this, at the really high-end, the company has 
launched the ‘Media Center’, a Rs-64,990 integrated enter- 
tainment product. So, while one person listens to radio, an- 
other can play a game, the third can watch a movie and the 
fourth can surf the Net through Bluetooth — all inside the 
car. But the best as usual will come at the end — a wireless 
gizmo that connects the audio set to video. 

Sony plans to open nine more stores by March 2006; 
Mumbai, Chennai, Hyderabad and Pune will figure on the 
map in the second phase. Says Abhijit Paul, head of Sony's 
car audio products: “In small shops, most of the times, cus- 
tomers end up using only some ofthe features due to im- 
proper installation." That there is a market for such pricey 
products, he thinks, is evident in Sony's attachment ratio, the 
number of attachments to a head unit. It went up by 20 per 
cent in 2004-05 over the previous year. Sony India's revenues 
for car audio shot up by 60 per cent during the same period. 

Sony expects to double its sales in the current year and 
increase its market share in the Rs 150 crore-180-crore offi- 
cial Indian car audio market from 35 per cent (internal com- 
pany estimates) to 40 per cent by the end of 2005-06. Since 
both margins and investments are not known, how much of 
this rise actually contributes to bottomline is not certain. 
Moreover, says Paul, the Xplod Pitstop initiative has been 
conceived to create Sony's brand awareness, so if it does turn 
out to be a milking cow, that wouldcertainlybeabonus. Wi 
AARTI KOTHARI 
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national markets. That 
means investing in distribu- 


ers critically acclaimed, like 
Page 3 and Bose: The Forgot- 


ten Hero. Adityas brief, say tion and marketing abroad. 
insiders, isto monetise these | And the otheris to make 
and others. One is by seri- them more profitable in In- 


ously pitching for the inter- 


dia. One way to do that will 
be through its forthcoming 
film channel, Filmy. So, 
Aditya will have his hands 
full with both TV and films. 
But how much operational 
freedom this MBA from 
XLRI will have in a company 
that is largely personified by 
the promotersismoot. W 
VANITA KOHLI-KHANDEKAR 





MEDIA ROOM 


DONT know about you, but | am tired of Mumbai's 
newspaper wars. The constant gossip in office these 

days is about who has left for twice and thrice his or her 
salary to join DNA or The Times of India or HT. Anybody | 
speak to within the media business is either full of more 
news on people shifting or about bankers vying for 
business or shortage of printing presses. Well, this week 
there are two bits of news that are finally confirmed. The 
Indian Express Group IPO, which we had first informed you 
about, is not off, as rumours would have, says CEO 
Shekhar Gupta. But the ‘timing’ is not confirmed. The HT 

. Media IPO is definitely on. Its prospectus is up on the Sebi 

- site. | read through it to find a Mid-2005 Mumbai launch 
mentioned several times. Well, by the time we hit the 

stands, it will be July. | hope HT, which has been clearly 
jittery about this launch, finally does take the plunge. It is 
a good newspaper and all it needs is a dose of DNA's 
aggressive confidence. Speaking of that, | have been 
reading the equally aggressive Mumbai Mirror (from TOI) 
everyday since it was launched. It is alright, but cannot 
beat Mid-Day, which has far more solid stuff to read. So 
this exhausting battle will at least be interesting. 


NDIAN cinema is 

probably going through 
one of its most 
experimentative phases 
ever, after the one in the 
1950s. All sorts of films 
are being made by 
people you never 
thought would ever 
touch films. The latest 
is L.C. Singh. 
Remember him? The 
former No. 2 at Tata 
Consultancy 
Services, who later 
helped tum around Zensar 
and then set up Nihilent Technologies. This 
Harvard Business School alumnus, in addition to running 
Nihilent, is now producing a film. Ek Dhun Banaras Ki, is 
directed by Pankaj Jalwa' Parasher and is set in Varanasi, 
Singh's hometown. Singh wanted to tell a story that would 
capture the various frames of the city and yet help moor 
the new generation to its past. It is about a physics 
student who falls in love with a musician who is also a 
mystic, and the resultant conflict. Singh, who wrote the 
story and co-scripted the film with Javed Siddiqui, reckons 
it is sort of existential. But “I feel good, (about the final 
product)," he says. This techie-turned-film producer footed 
all the Rs 8 crore in making the film, now at editing stage, 
using money from friends and relatives. 

VANITA KOHLI-KHANDEKAR 
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The author is consultant 
editor of The Telegraph. 


Anil used 
worthies in 
the govern- 
ment for 
target 
practice; it 
was the 
spectators 
in the 
media and 
markets 
that 
brought 
him victory 


y ashok v. desai — — 














The Ambani 





HE merits of the dispute between 
Mukesh and Anil Ambani are of no 
practical consequence. The gov- 
ernment did nothing to right the 
wrongs and no one in his senses 
would have expected it to. Anil could not have 
had any illusions that his statements, letters 
and his visits to those in power from the PM 
down to Patil would lead to any action. Why, 
then, did he carry out his relentless campaign? 
Anil decided after four years of condo- 
minium that he could not work with Mukesh. 
The reasons are implicit in his letter of 25 Octo- 
ber 2004 to Mukesh, in which he described the 
way a reallocation of the powers of the chair- 
man and managing director was hidden in a 
misleading item in the supplementary agenda 
and carried against his opposition on 27 July. 
Those who have sat in divided boards 
would be familiar with these devices. They are 
improper, and our company law forbids some 
of them. The government maintains a Com- 
pany Law Board to enforce that law, and the 
board is in the process of setting up numerous 
regional tribunals for judicial recourse. And yet, 
a moment' thought on the grievances would 
show how inappropriate the legal framework is. 
Where a board functions normally, the min- 
utes would be sent to members, and if some- 
one writes proposing a change, the secretary 
would incorporate it. But if the allegations are 
serious, and the secretary ignores them, what 
redress would Anil have? Write to the Company 
Law Board? Approach the Company Law Tri- 
bunal? Go to Supreme Court? Wait 10 years for a 
verdict? And what evidence can there be that he 
was right and Mukesh was wrong? It would be 
one man’s word against another's — rather, 
against the word of many, in case the board was 
packed. Our legal machinery is arthritic; and 
even ifit were not, legal redress is inappropriate 
for matters of corporate governance. 
Thisisthe conclusion American lawmakers 
came to after the Enron disaster. They have a 
well-developed company law, and a huge, 
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settlement 


highly professional Securities Exchange Com- 
mission to police it. But that did not prevent in- 
siders from milking or ruining big companies 
like Enron. So the Americans changed tack, and 
in the Sarbanes-Oxley Act, opted for self-gover- 
nance leavened by astrong presence of suitably 
empowered independent directors. Sebi re- 
cently opted for this model in the new Clause 
49 it wants inserted into companies' listing 
agreements with stock exchanges. I have earlier 
criticised Sebi's move here on the grounds that 
companies will find board members who are 
independent in the sense defined by Sebi, but 
pliant to the demands of promoters. If an inde- 
pendent director's self-interest lies with the 
promoter, he will side with him. 

Thus, the Indian government was useless to 
someone like Anil. His diligent courting of 
those in power got him nothing, Still, Anil suc- 
ceeded in the end. How did he do it? 

First, through skilful use ofthe press. His let- 
ters, meetings and statements were not only di- 
rected at their immediate targets. They were 
meant for the public, and were assiduously re- 
leased to the press. The press was scared stiff by 
the whole controversy: Reliance is known for 
filing extravagant suits for defamation against 
media that comment adversely upon it, so they 
seldom dare open their mouths on its wrong- 
doings. But they were happy to carry Anil's alle- 
gations because they were an insider’. 

And second, through his impact on the fi- 
nancial markets. Reliance is a closely controlled 
company. So a dispute between the brothers 
could paralyse it for a long time to come. The 
possibility was extremely upsetting for share- 
holders and lenders; the company’s valuation 
in the eyes of both went down. Mukesh had a 
sympathetic board and could override Anil in 
management. But he could not quell market 
fears that dissension would lead to poor perfor- 
mance. So he finally saw it in his self-interest to 
settle — and to give Anil what seems to me a 
generous settlement. Such is the power of the 
press, and of the stock market. 5 
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Believing in People Power 


NTPC’s people-oriented approach inspires its employees to give their best 


ts an overwhelming vote of confidence from its 
employees. Power sector giant NTPC has been 
ranked No.3 in Businessworld's Great Places to Work 
survey and bagged the same spot in the Hewitt Best 
Employers Survey. NTPC uses its manpower resources 
very optimally. The company that generates 24,000 
mega watts has 23,300 people - a man megawatt ratio 
of 1:0.9. And, even as the power sector has been thrown 
open and competition trying to poach every available 
talent, attrition rate is virtually non-existant at NTPC. 
Clearly, there are many lessons to be learnt from this 


. PSU on how to be a caring 


company and elicit great 


 ganization believes in 


performance. 
According to Director HR, 
NTPC Mr. K.K.Sinha, the or- 


growth with a human face, 
and pursues a people-cen- 
tered development ori- 
ented philosophy. He 
shares some secrets on 
what makes NTPC such a 
great place to work: 


On the high degree of moti- 
vation one sees among NTPC 
employees 

Right from the beginning 
NTPC has had a strong per- 
formance-oriented culture. 
We believe that nothing 
motivates employees 
more than the work itself. 
We give stretched targets 
to people. Besides, there is 
an incentivised challenge 
of work assignments. We have a strong compensation 
package. The cost to company for a trainee is Rs 7 lakh. 
For the middle and senior level there is a post retire- 
ment medical social security net. Every employee who 
superannuates from the organization knows that he and 
his spouse will be taken care of till their last days. 

The secret to eliciting high performance is by taking 
care of people. When you respect employees, the re- 
sponse is high performance. 


On the spirit of camaraderie 

Nature is a big culture builder. Many of NTPC's plants 
are located in remote areas, where people live in small 
well-knit townships. The environment and situation 
throws people together and they have more interactions. 
But, at a conscious level too the organization has many 
in built systems to develop camaraderie. For instance, 
there is performance reward on group basis. There are 





Mr. K.K. Sinha 
Director HR, NTPC 


many group awards - every year we award the Golden 
Globe NTPC group performance award for productiv- 
ity, for safety, for best hospital, best housekeeping and 
so on. 

Then, we have a series of corporate identity 
programmes that build a strong sense of camaraderie 
- the NTPC flag is hoisted on a Raising Day, there is an 
NTPC song which whenever we meet as a group we 
sing together. We have some compulsory outbound 
training in a very planned intervention at every level 
as well as organization behaviour workshops that 

strengthen team spirit. 


On training 

On an average NTPC 
spends 7 mandays of 
training per employee. 
During the financial year 
2003-04 we have spent 
around 17 crore towards 
employees’ training. 
There is a training need 
analysis built into the sys- 
tem, according to which we 
introduce need-based 
training at various levels. 
There are planned inter- 
ventions at every level 
of career development - 
foundation programmes 
for deputy managers, cap- 
sule programmes etc. Be- 
sides, we also focus on all 
round skills - developing 
leadership skills, team 
building and so on. 

The training is not only 
need based but also focused on career development 
requirements of individuals. We have signed a MoU 
with IIT Delhi for 2 years of MTech. Thirty people are 
sent every year. Similarly, there is a MoU with MDI for 
our employees to acquire business management skills. 
We believe that it’s an investment yielding high returns. 


On the HR vision 

Our HR vision to create a learning organization - one 
that is adaptable and flexible and continuously keeps 
building capabilities in the organization so that its al- 
ways ready to meet and manage changes capably, both 
induced internally (by diversification into various 
areas, etc.) and externally (by competition coming in). 
We are an equal rights, equal opportunities employer 
and have a system of getting periodic assessments and 
feedback from employees, which we act upon for 
inducing continuous improvements. 
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N 5 March 1990, Biju Patnaik 
sent a letter to Tae-Joon Park. 
It was an invitation from the 
then chief minister of Orissa 
to the then chairman of 
Posco, 
maker, to set up an integrated steel plant 
in his mineral-rich state. That distant 
dream has come close to reality after all 
these years. On 22 June 2005, the Orissa 
government signed a memorandum of 


understanding (MoU) with Posco for | 


starting work on a 12-million-tonnes- 
per-annum steel plant. As providence 
would have it, the deal was inked under 
the gaze of Naveen Patnaik, the current 
chief minister and Biju's son. 
Hard-nosed industrialists will tell 
you that an MoU is just the beginning of 
along process. So even as the euphoria 
of having bagged the largest foreign di- 


rect investment persists, work on the | 


project has just about begun. 
When Businessworld met Naveen 
Patnaik a few days after the MoU was 
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the Korean steel | 
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Posco V-P Soung-Sik Cho with Orissa 
steel & mines secretary Bhaskar 
Chatterjee just after inking the deal 





signed, he was coordinating project de- | 
tails with his senior bureaucrats. ^We | 


have spent nine months working out 


the details,” says Patnaik. And he is not | 


about to let all that hard work go waste. 


ments of water, power and revenue is 
being set up to facilitate the project. The 


poration of Orissa (Ipicol), confirms 


Priyabrata Patnaik, chairman and man- | 


aging director, Ipicol. 


The state government has also | 
started to overhaul the administration | 


of the Jagatsinghpura district, where 


project site Paradip is located. The idea | 


is to get the area administered by effi- 
cient officials — from the local police 
chiefto the district collector. For this, the 
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An inside 
track of the 
negotiations 
that landed 
India's largest 
FDI deal. And 
the real work 
that has just 
begun. 

By Pallavi Roy 


state has already transferred the collec- 
tor of Angul district to Jagatsinghpura. 
Posco, on its part, has enlisted the 
help ofa retired revenue official from the 
Orissa government to help in land ac- 
quisition. It is scouting around the coun- 
try for consultants who would help at the 
project stage. It is also reportedly talking 


| to Uttam Steel for giving out some ofthe 
A high-powered committee com- | 
prising officials from the state depart- | 


finishing work on its products, but that 
would be needed much later. 
Looking at the frenetic pace of work 


| now, it's difficult to believe that, not long 
fast-track clearances will be handled by | 
Industrial Investment Promotion Cor- | 


ago, Orissa wasn't even on Poscos radar. 
The company had initially looked at set- 
ting up base in Andhra Pradesh, Tamil 
Nadu or Karnataka. And even till the last 


| few weeks of the nine-month negotia- 


tions, it often seemed that Naveen 
wouldnt be able to realise Biju's dream. 
Itwas hard work from the beginning. 
Poscos initial request for 1 billion 
tonnes of iron ore, some of which was to 
be exported directly, was turned down. 
The company also tried the idea of tak- 

















: ing out the excess ore from India and 
bringing in metcoke, a critical input for 


steel that's scarce in India. But when that 
too didn't work, it meant that Posco 
would have to work without long-time 
partner and Australian mining major, 
BHP Billiton. "They (Posco) took a while 
getting used to this," says an official 


. close to the negotiations at that time. 


Even in the last stages of the talks — 
between 14 April and 22 June — no one 
was sure which way the deal was 
headed. A planned signing on 14 April 
was deferred just when everything 
seemed alright. The issue, again, was ore. 

Posco’s condition was that they be al- 
lowed to swap some high-alumina ore, 
which it says is bad for the blast furnace, 
for low-alumina ore from Brazil. The 
state wasnt ready with a response to this 
and the talks broke down. 

First, the state had to carefully weigh 
whether Posco's demands were legiti- 
mate. The government conducted its 


«Own technical studies, while Posco de- 


puted a technical representative to an- 
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swer the government's queries. 

But after the talks broke down mid- 
April, the two sides admitted they were 
doing their own deliberations and not 


talking to each other (See BW's 9 May | 


cover story, ‘Toil & Trouble). During the 
last week of May, the Orissa govern- 
ment' secretary for steel and mines, 
Bhaskar Chatterjee, was in Delhi on his 
way to Australia as part of a mining dele- 
gation. He got a call that the Koreans 


wanted to talk. Poscos president 


Chang-Oh Kang wanted to fly down in 
the next two days to take the negotia- 
tions ahead. The next flight took Chat- 
terjee to Bhubaneshwar, not Australia. 
Back at the secretariat, Chatterjee 
and his team got busy preparing a re- 
sponse to Poscos demands. Despite al- 
most eight months of regular interaction 
by then, the two sides were still two dif- 
ferent cultures talking. Both had appre- 
hensions that they sought to clear now. 
Upper 
reports of constant opposition to the 
project, both in Delhi and in Orissa. He 
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noston Kangs mind were the | 





needed to know how far the govern- 
ment would go to support his plans. 

The Orissa government, too, had à 
lot at stake. It needed to be assured that 
Posco was truly interested. They would 
also have to face the agitation that Posco 
was worried about. If Posco were 
backed while the company itself backed 
out, the government would be lefthold-. - 
ing a political hot potato. So the condi 
tions were laid. Would Posco bringin 
$200 million before the first mining — 
lease was given? Posco agreed. Kangs ... 
assurance came when he learnt thatthe ~ 
state was pursuing a number of infra = 
structure projects, like the Haridaspur-- 
Banspani rail link to the Paradip port. 

By this time, the state was also con- 
vinced that Posco's demand for an ore 
swap was legitimate. Just the amount 
had to be decided. It felt 15 per cent of 
the 600 million tonnes allotted would 
do, but Posco asked for 30 per cent. In 
the end, the government conceded, but 
only under the condition that the low- 
alumina ore is brought in first, and the 
high-alumina ore is exported after that. 

A Posco spokesperson clarifies: "Thisis ^ 
only if necessary. If the mines we get 
have the right kind of ore, then why 
swap and raise our costs?" 

Animmediate need for Posco is to fix 
an engineering, procurement and con- 
struction contractor. Indian major L&T's 
name is being heard as a candidate. This 
is despite the fact that the company is a 
partner for developing the Dhamra port 
along with Tata Steel, which is putting up 
a 6-million-tonne steel plant in Kalin- 
ganagar. Poscos India project head Tae- 
Hyun Jeong confirmed to BW that L&T 
was being considered, | 

Interestingly, L&T holds theleaseo 
mine in the Badampahar area from the - 
early 1990s, when it was considering a - 
steel venture in Orissa. Though the mine — 
is under litigation, a tie-up with Posco 
could help release it for the steel project. 

Should the goings-on worry the do- 
mestic steel majors? Going by Posco's 
announcements, they have little to 
worry in the medium term. The Korean . 
company does not intend setting up a - 
cold rolling mill, unlike most other In- 
dian players. It also isn't concentrating 
on the Indian market — till 2010 at least. 

For now, all eyes are on 2007, when 
the ‘proposed first phase is slated to be- 
come ‘functional’ 























The author is co-founder 
& chief operating officer of 
MindTree Consulting. 
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Mindsets of the 
Indian CIO 


OME of my readers are intrigued that 
they dont get to read about the IT in- 
dustry in this column. They get to 
read everything other than IT related 
things. So this time, let me broach a 
subject related to IT — it is about IT leadership. 

Sometime back, I had the opportunity to 
speak at a Cyber India Online event on the sub- 
ject of the 'chief information officer (CIO) as a 
business strategist’. During the interaction, | 
conducted a poll on two things. What will the 
Indian CIO's strategic imperative be in 2010? 
Secondly, what does he consider as his own in- 
adequacy from a strategic perspective? Fifty- 
nine top Indian CIOs responded to the survey. 
Let us take a look at the findings. 

Twenty-six per cent of them thought that 
growth and expansion will be the key strategic 
imperatives in 2010. That is what they are mar- 
ching towards. Twenty-three per cent said in- 
creased customer orientation; 15 per cent felt it 
is about increased people orientation. Only 11 
per cent thought that technology, as a business 
enabler, is the strategic imperative for 2010. Bu- 
siness process restructuring, response to exter- 
nal change, and focus on profitability — each of 
these engaged 9, 8 and 6 per cent of the respon- 
dents respectively. Only 2 per cent felt knowl- 





edge is a key strategic imperative for 2010. 


After the last few years of uncertainty, the 


Indian economy looks poised to move to the | 


next level. The self-confidence to take on global 
competition is pervasive among Indian compa- 
nies, and the sheer size of the domestic market 
is making the canvas interesting. In that context, 
growth as the strategic issue makes sense. It is 


| what CIOs are hearing from their bosses. This is 


somewhat linked to the 23 per cent response on 
customer orientation — I find the two to be in- 
ter-connected. So the challenge really becomes, 
howto use technology to open new business av- 
enues and engage with existing customers? 
Now to shift gears to what the Indian CIO 
thinks as his strategic shortcoming vis-à-vis the 
future. Eighteen per cent said they had a behav- 
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ioural gap to fill. Another 17 per cent felt they 
must further improve their own IT knowledge. 
This wasn' surprising, given the rapid techno- 
logical changes and the often bewildering im- 
pacts of convergence. Add to that, the arrival of 


| anincreasingly tech-savvy and younger work- 


force. Sometimes they know more than you. 
Fifteen per cent of respondents felt they lack 
the leadership skills to play a central role in 
their organisations, and 13 per cent felt they 
need to cultivate more business knowledge. 
Nine per cent thought they lack people skills, 6 
per cent had concerns about health and family, 
and 5 per cent had concerns about growth. Fi- 
nally, 4 per cent each felt they lack creativity, 
customer focus and time management skills. 
The survey threw two interesting points in 
my mind. How come only4 per cent of the CIOs 
polled thought of knowledge as a key impera- 
tive, while in the same breath they think of 
business expansion and customer intimacy as 
strategic? How will they get to these imperatives 
without a complete and new look at how IT can 
be used to build and distribute knowledge in 
and beyond the system? And how is it that only 
4 per cent of the CIOs identify creativity as a 
strategic gap? Are we already high on creativity 
orisitacase of knowing not, what we know not? 
The time has come for CIOs to think deeply 
about knowledge and creativity. These, and not 
technology, will be key differentiators in the 
next five years. Enabling these two will be criti- 
cal for them to become partners to business 
functions. Globalisation in terms of customer, 
supplier, employee, technology and capital ba- 
ses will make issues complex, real time and un- 
scripted. IT would become a vehicle to expand 
and deliver the organisation's neural capacity. 
Itisunlikely that the directive will come with 
aclear mandate from the top. The CIO will have 
to be much more frontal, much more proactive. 
Many of them are in the mode in which they 
wantto be the tail to the strategy dog. That must 
change as a mindset. The million-dollar ques- 
tion: is the Indian CIO ready fora makeover? 8B 

































Announcing the Birla India GenNext Fund. 










Look around and you'll find that the country is in the middle of a Tem i 
consumption boom. There is a young high disposable income group that’s Birla Sun Life 
ing fo fae intwatina diee in food, Hino heckhare tee, a Fund 
entertainment, etc. Birla india GenNext Fund. seeks to identify businesses The name inspires trust 
catering to these needs and which are likely to benefit from this boom. Toll free:1-600-22-7000 
Come, investin the country's future; invest in the Birla India GenNext Fund. www. birlasuniife. com 
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| : ) has been set up as a indian Trus 
(India) AMC investments Inc. and Birla Global Finance Ltd. (liability restricted to seed corpus o 
fe Trustee Company Pvt. Ltd. Investment Manager: Birla Sun Life Asset Management Company Lt 
1 GenNext Fund is an open ended growth scheme with an objective to target growth of capital by inv 
equity/equity related instruments of companies that are expected to benefit from the rising consumption patterns in india, wh 
turn is getting fuelled by high disposable incomes of the you ng generation (Generation Next). The scheme will invest in companies | 
that have the following characteristics: 1. Companies that seek growth in revenues arising out of demand from the younger 
generation (GenNext) for their products or services. 2. They should be engaged in manufacturing of products or rendering of 
services that go directly to the consumer. 3. The products and services should have distinct brand identity, thereby enabling choice... 
Asset Allocation Pattern: Equity and Equity related Securities: 8096 - 100% and Money Market Instruments: 0% — 20%. Load. 
Structure: Entry Load: 2.25% for each Purchase/ Switch-in of units less than Rs. 5 Crore in value; Nil for each Purchase/switch-in of - 
units, equal to or greater than Rs. 5 Crore in value. Exit Load: 1% for any redemption / switch-out of units within 6 months fromthe: 
date of allotment. Liquidity: The Scheme will offer subscriptions & redemptions on all business days after reopening. Risk Factor 
Mutual Funds and securities investments are subject to market risks and there can be no assurance or guarantee that the objectives 
of the Scheme will be achieved. As with any investment in securities, the NAV of the Units issued under the Scheme may go up or 
down depending on the various factors and forces affecting capital markets and money markets. Past performance of the Spo 
/ investment Manager / Mutual Fund does not indicate the future performance of the Scheme and may not necessarily provi 
basis of comparison with other investments. Birla India GenNext Fund is the name of the Scheme and does not, in any mat 
indicate either the quality of the Scheme, its future prospects or returns. Investors should study the Offer Document carefully: 
investing. Unit holders in the scheme are not being offered any guaranteed/assured returns. 























































FROM the train, the Barbil station in 
north Orissa resembles any other small- 
town station. It has a really small station- 
masters office, the platform is unpaved, 
and there are no boundary walls. 

But the moment you step out of the 
station, you realise that this is by no 
means a small town. In the parking 
space, there are no small cars, two- 
wheelers or auto-rickshaws. Instead, it is 
chock-a-block with an assortment of 
four-wheel drives like Boleros, Scorpios 
and Qualises. Most of them are covered 
with a thin layer of red dust. 

The red dust comes from the hun- 
dreds of iron ore mines in and around 
Barbil. This small town in Orissa’s Keon- 


jhar district on the border with Jhark- 
hand is ground zero in India’s quest for 
iron ore and manganese. 


ARBIL and the adjoining 
towns of Joda, Noa- 
mundi and Bolaniare sit- 
ting atop millions of 
tonnes of mineral 
wealth. The iron ore here 
is among the highest 
grade (65 per cent ferrous content) 
available anywhere in the world. Aus- 
tralian mines, for example, have ore 
with 55-58 per cent of ferrous content. 
Not surprisingly, the Tata group, the 
Aditya Birla group, Orissa Mining Cor- 
poration and National Mineral Devel- 
opment Corporation (NMDC) are all 
present. Also present are some of the 
biggest multinational miners like BHP 
Billiton, Rio Tinto and Phelps Dodge, 
along with a host of much smaller min- 
ing companies. Mining equipment sup- 
pliers like Metso Minerals 
have employed some of 
their biggest ore crushers in 
and around Barbil. 
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This bit of the country was once part 
of Gondowana land, a huge landmass 
that included not just India but also | 
Australia and Africa. And, like these two 
continents, India is geologically blessed, | 
with most of the deposits found in the | 
Deccan plateau. It has some of the 
world's largest reserves of minerals (see - 
‘What Lies Beneath’ on page 40), some- 
thing that has caught the attention of 
global mining companies. 

Many of these are playing evange- 
lists and believe this is a golden oppor- 
tunity for the country. Says Vishnu | 
Kadekodi, general manager (applica- 
tions), Metso Minerals: "The country | 
that controls minerals will rule." 

The benefits of a vibrant mining 
economy are appreciable. Take Aus- 
tralia. The 1950s and the 1960s saw the | 
discovery of significant iron, man- 
ganese, nickel and uranium resources | 
there. By the 1960s, major overseas min- 
ing companies had set up base in Aus- 
tralia. In 1965, industry spent $22 mil- 
lion on exploration of minerals; by | 
1981-82, this figure had risen to $576 | 
million. Today, mining is a $35-billion | 
industry in Australia and contributes 
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5 per cent of the country’s GDP. Charles 
E.E. Devenish, chairman of Deccan 
Gold Mines, a joint venture prospecting 
for gold in Karnataka, lived in Australia 
during the the boom in the 1960s. He ar- 
gues that India is at a similar stage today, 
and needs to handle the opportunity 
single-mindedly to reap the benefits. 
Indeed, studies indicate that if prop- 
erly exploited, mining can have a similar 
impact here. Currently mining ac- 
counts for 2.6 per cent of the GDP or 
Rs 65,852 crore ($14.6 billion). A recent 
report prepared by industry body CII 
and consultancy McKinsey argues that 
the three states of Chhattisgarh, Orissa 
and Jharkhand could soak up an invest- 
ment of $40 billion over the next decade 
by themselves. In turn, the economic 
outputs of these states "have the poten- 
tial to grow from $30 billion in 2003 to 
$75 billion by 2015, in which the share of 
metals and minerals could increase 
from 27 to 46 per cent’, says the report. 
Chhattisgarh, Orissa, Jharkhand 
and Madhya Pradesh, where most of the 
mineral wealth is concentrated, are also 
among the poorest states of India, with 
an average per capita GDP of Rs 8,236, 
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which is far lower than the national av- 
erage of Rs 27,000. So the possibilities of 
what mining could do to these states are 
enormous. That has been the case in the 
US where Nevada, New Mexico and 
Texas have leveraged mining to grow 
faster than the rest of the country. 

Even if some of the larger figures be- 
ing bandied about are slightly opti- 
mistic, the economic benefits associ- 
ated with mining cannot be overstated. 
Barbil, a town of just 45,000 people, is a 
good example of that. From just five ho- 
tels three years ago, the town today has 
32 hotels. A basic air-conditioned room | 
now can cost Rs 1,500-2, 500 a night. 

Drivers are also in great demand. 
Every day, some 10,000 tipper trucks, all 
registered in Barbil, ferry iron ore to the 
ports of Paradip and Haldia. The situa- 
tion is such that its almost impossible to 
get drivers for tipper trucks, even at 
salaries of Rs 10,000 a month. The 
biggest gainers are the transporters, 
who charge Rs 1,600 a tonne to trans- 
port ore that costs only half of that at the 
mine. The CII-McKinsey report says 
that mining could potentially offer 
700,000 new jobs to people in Jhark- 
hand, Chhattisgarh and Orissa by 2015. 
(Currently, the industry em- j^) 
ploys roughly 2 million peo- « &S, x Xe asma 
ple across the country; of NP 
them, more than half 5e 
are in these states.) E A. 
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conducting reconnaissance missions to 
Karnataka, Rajasthan, Jharkhand and | 
Orissa, Raj Chowdhury, president and 
director of Goldenpatriot, a Canadian 
mining company prospecting for cop- | 
per and zinc in India, says: "It's fantastic; | 
the reserves that India has and what can | 
be done with it." Indeed, mining could | 
become a $70-billion industry in the | 
next decade. That's more than double 
thesize of what IT, business process out- 
sourcing and pharma are today. 

Yet, much ofthis may not happen. 


ng mining down today — policies 
that govern the sector and the model of | 
development that India needs to adopt. 
Says Indronil Sengupta, head (strat- 
egy), Tata Steel: "We are growing and are 
at an inflection point. Our policies are 
evolving at the moment." | 
The Mines and Minerals (Develop- 
ment and Regulation) Act, 1957, 
(MMDR) and the Mines Act, 1952, to- 
gether with the rules and regulations | 
under them constitute the basic laws | 
governing the mining sector. However, 
through the 1990s, some ofthe regula- 
tions were changed to attract private in- 
vestment, both domestic and interna- | 
tional. Some of the key changes 
were that 100 per cent for- 
eign direct investment 
(FDI) was allowed in 
most areas, except | 
precious metals, | 
wherethe FDI limit | 
was 74 per cent. 
This was ac- 
companied by a 
whole range of incen- | 
tives such as tax exemp- | 
tions, 100 per cent deprecia- 
tion of some plant and 
* machinery, and so on. 


ema are two issues that are bog- 
gi 








Freeing up mining for private play- 
ers was based on sound economic prin- 
ciples. Mining is a high-risk, high-re- 
turns business. “Mining is a venture 
capitalists market," says Goldenpa- 
triots Chowdhury. Therefore, private 
capital is better placed to play the ups 
and downs than public enterprise. In 
fact, government ownership can at 
times kill mining. In the early 1970s, 
both India and Australia produced 17- 
18 tonnes of gold annually. Australia 
then privatised its gold mining, while 
India nationalised its gold mines. Today, 
Australia produces 280 tonnes of gold 
annually, and India a mere 3 tonnes. 

On the face of it, the response to the 
changes in the 1990s was encouraging. 
Between 1994 and 2000, 73 FDI ap- 
provals were granted. Many private do- 
mestic players also entered the sector. 
All these companies have invested al- 
most $1 billion — far lower than what 
could really have been achieved. 

One reason for this could be that 
when the sector was opened up, world 
commodity prices, metals included, 
were headed south. "Let's not forget that 
domestic and international demand 
was almost sub-optimal around the 
1990s," says Moloy Dasgupta, chairman 
and managing director of the state- 
owned Metal and Scrap Trading Corpo- 
ration of India. "Where was the question 
ofan interest in mining?" 

But that is just one reason behind 
the poor showing. Others say that the 
problems lie mostly with the policies 
and how they are administered. 

A prospector starts with a reconnais- 
sance permit (RP). This allows him to 
conduct preliminary studies on and 
above the ground through aerial and 
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geophysical surveys. The next stage, for 
which he needs a prospecting licence 
(PL), is when he can drill the ground and 
locate specific deposits. The mining 
lease (ML) follows these two stages. 

In India, an RP is given for a maxi- 
mum area of 10,000 sq. km. Then, in two 
years, the RP area is halved. In the third 
year, it is reduced to just 25 sq. km. This 
sequence is as per global norms, but 
some investors argue that the actual 
area over which an RP is first allowed is 
too little. John Sims of Mines Manage- 
ment of Australia says the global norm is 
for awarding 50,000 sq. km at one go. 
The logic behind a larger area is quite 
simple really. While the reconnaissance 
is based on some geological data, the 
probability of finding metal increases 
when the area is larger. Sims also argues 
that the final area should be 500 sq. km, 
as it is around the world. 

Some investors claim that it takes as 
long as 6-7 years to move from an RP to a 
PL — the file has to be pushed through 
as many as 77 desks. Some others say 
that the process could be done in as little 
as six months. In India, getting permis- 
sions to move from the reconnaissance 
stage to mining takes 5-7 years. The 
global norm for moving from an RP to 
an ML is about 18 months. 

Says a foreign investor: "India is the 
hardest country to invest in. Even Myan- 
mar is quicker. So we are prevented from 
spending money in India." 

In mining, each subsequent stage is 
built on the success of the previous one 
— you move to prospecting if you have 
been successful in reconnaissance, and 
you move to actual mining if the 
prospecting has shown promise. Min- 
ing is also a business where the money 
starts flowing in long after the actual ex- 
cavation has begun. So the 
idea — if everything goes 
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moothly — is to move fast through the 
tages to begin mining. If the early data 
loesn't look promising, abandon work 
ind move somewhere else. Either way, 
he delays are a strong disincentive to 
investors, as it delays the cash flows. 

.. This hurts the states as well. Typi- 
ally, the investment at the prospecting 
tage is three times that in the reconnais- 
sance stage, while the investment at the 
uning stage is 30 times that in the first 
stage. In other words, the longer it takes 
foractual mining to begin, the longer the 
wait for the big investments. 

`- Atop Central bureaucrat admits that 
the norms are unimpeachable — the RP 
should be given in six months of appli- 
cation, the PL in nine months, and the 
ML in a year. “But that seldom happens. 
This is really the biggest bugbear for in- 
vestors,” he says. 

As a result, though 630 licenses of all 
sorts have been handed out in the five fi- 
nancial years since 2000-01, it has 
brought in just over $500 million. This 
has partly to do with the fact that none 
of these permits have yet been con- 
verted to an ML. Also, only a fifth of 
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Reserves of some non-fuel minerals in India 
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Notes: Recoverable reserves, as on 1 April 1995, For nickel and copper, India is a net importer. 


these permits have been given to large 
international players. 

some argue that there is an even a 
larger issue — the question about who 
has the final say over the assets, the Cen- 
tre or the states. While the states actually 
hand over the different permits, the per- 
missions come from the Centre. This 
takes time, since files keep moving be- 
tween the states and Delhi. 

“What we need is a clearance from 
the ministry only at the RP stage. After 
that if a company wants to apply for the 
remaining two stages, the state govern- 
ments should be able to grant them au- 
tomatically, rather than send the pro- 
posal to the Union ministry at each 
stage," saysa state bureaucrat. 

But while there is consensus within 
the industry that states should have dis- 
cretionary powers over the RP and the 
PL, there is some difference in opinion 
over whether states should be allowed 
to grant the final mining license. States 
sometimes get extremely proprietary 
about their minerals — Jharkhand re- 
cently said it wouldn't allow iron ore to 


be transported to even neighbouring : 





Top states 
(76 of reserves) 


Karnataka (29), Orissa (25), Jnarkhand (20) 
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Madhya F Pradesh (99) 
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West Bengal — — ‘and if they a are left to de- 
cide on who mines and the accompany- 
ing conditions, it may not make good 
economic sense for the country. 

The other contentious issue be- 
tween the Centre and the states is that of 
royalties. For this, minerals are looked 
upon as the resource of the state. Any 
royalty that the state collects is expected 
to be ploughed back into creating min- 
ing infrastructure. Nothing accrues to 
the Centre. Yet, the Centre fixes the roy- 
alty. And it hasn't been particularly 
proactive on this issue. For instance, the 
royalty for iron ore was hiked from 
Rs 24.50 per tonne to Rs 27.50. But this 
was when there was a near five-fold in- 
crease in iron ore prices worldwide. This 
meant private mine owners made a 
windfall but the state exchequers didn't 
benefit proportionately. "If the whole 
idea of royalties is to generate money 
that can be used to improve mining in- 
frastructure, then this is definitely not 


working," says a mining official. 


But even while this gets sorted, the 
states are grappling with the right mod- 
els of growth. The debate is whether 
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mining should be a stand- 
alone industry, or be an ad- 
junct to a downstream indus- 
try like steel or aluminium. In 
other words, should the min- 
erals excavated be sold as it is, 
or should mining permission 
be given only when the value 
addition happens in India? 

"We have to decide 
whether to allow the Indian 
mining industry to turn into a 
‘quarry of the world’ or the 
government amends the law 
to integrate mining opera- 
tions with value addition,” 
says Vishambhar Saran, chair- 
man of Visa Steel. 

Most countries that are 
known to be great mining des- 
tinations — Brazil, Canada, 
Australia, etc. — have taken 
the ‘quarry’ route. Even India’s 
mining ministry would like to 
see mining as a standalone in- 
dustry. But opinion is divided 
in the states. “With so much 
poverty, how can we not en- 
courage value addition?” asks 
Shivraj Singh, principal secre- 
tary (mining), Chhattisgarh. 

This seems to be the pre- 
vailing notion in at least the 
three states of Chhattisgarh, 
Orissa and Jharkhand. In fact, 
the recent Posco deal in 
Orissa — where the steel giant 
wasn't allowed to export ore, 
and yet signed a deal to locate 
the plant in the state because 
of the abundance of ore — 
can only strengthen the 











The policy experience in oil 


T was believed since Independence that a strategic 
sector like oil & gas needed to be controlled by the 

government. So, all oil exploration work in India till 
quite recently was done by state-owned companies. 
The biggest discovery was Bombay High in the mid- 


1970s. From then till 2000, there wasn’t any major find. 


A sector like this needs clear policies and a 
mechanism to ensure implementation. It is here that 
the petroleum ministry’s New Exploration and 
Licensing Policy (NELP) of January 1999 has come in 
handy. In six years, there have been five rounds of the 
NELP The initial results weren't worth much. But, it 
brought independent global oil companies like Niko 
Resources, Cairn Energy and Hardy Oil to India. 
Today, some of the biggest oil and gas finds — the 
Reliance find in the KG basin in end-2002 and the 
Cairn oil find in Rajasthan — have been made by the 
private sector under NELP 

Thanks to the success achieved by these 
companies, the roster of oil majors seeking to invest 
in the NELP-V is unprecedented. The list includes 
Malaysia's Petronas, Brazil's Petrobras, BP (formerly 
British Petroleum), and Italy's ENI and BG group. 

This has been possible in a sector in which India 
was not known to have major reserves. In mining, we 
have identified a lot of reserves. If a similar policy can 
be chalked out in mining, the riches it brings will be 
worth the wait. 
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with recommendations on 
how to solve some of the prob- 
lems. It has recommended a 
single-window clearance sys- 
tem for applications and that 
the process be time-bound. 
For instance, if no action is 
taken on an RP application in 
six months, it will be deemed 
cleared. The committee has 
also recommended that a 
larger area of land be given for 
a PL (500 sq. km) and also 
seamless transfer from an RP 
to a PL. The Anwar Al Huda 
Committee of the Planning 
Commission, which will rec- 
ommend certain procedural 
guidelines for the industry, is 
expected to look into these rec- 
ommendations. The file for 
constituting this committee is 
already with the PM. Once a 
member secretary to the com- 
mittee is announced, it will be 
operational. 

Meanwhile, another com- 
mittee headed by former steel 
secretary R.K. Dang is looking 
at issues like royalty and who 
should fix it, whether it should 
be ad valorem and so on. The 
findings are expected soon. 

Clearly, almost a decade 
after the sector was first 
opened up, new thought is be- 
ing given on what to do next. 
Improving the lives of a few 
hundred million people in 
some of the country's poorest 
states should be reason 
enough to do so. 





hands of those who believe in the value 
addition approach. 

But it appears that some other states 
like Karnataka, Madhya Pradesh and 
Rajasthan aren't so insistent on the 
value addition theory. Rajat Gupta, part- 
ner at McKinsey and author of the CII- 
McKinsey report, argues that states 
need to take a balanced view on these 
things. "States have to see where the 
value lies strategically. Take the example 
of Dubai. How much of its economy is 
oil today? It was very different 40 years 
ago. But they have exploited energy to 
generate wealth for their people, and 
they are transitioning their economy to 
do different things — in technology, 


trading and tourism. These are complex 
decisions. I don't think there are any 
easy answers." 


NTERESTINGLY, some of the issues 
that the mining industry is grappling 
with today — the strategic value of min- 
erals as a national asset, suspicion of the 
motives of foreign investors, etc. — were 
once bugbears in the oil and gas sector. 
But as "The Policy Experience In Oil' ar- 
gues, liberal policies have served the oil 
sector well. There is no reason why the 
same shouldnt be true of mining. 
Recently, a committee formed under 
an additional secretary from the Union 
ministry of mines submitted its report 


Kolar near Bangalore, which housed 
the famed Bharat Gold Mines, is now a 
ghost town. The Kolar Gold Fields Club, 
once the centre of the town’s social life, is 
now just a bar. In Surapalli in east Kolar, 
locals can be seen panning for gold in 
the streams. On their lucky day, they get a 
few yellow specks in the muddy waters. 
Its an apt metaphor for India’s mining 
story. Between the towns of Kolar and 
Barbil lies India’s mining story — the 
wasted opportunities and the newfound 
potential. It's the potential that makes 
the future so tantalising. " 
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Rahul Bhatia is talk- 
ing of a fleet of 100 
aircraft over the next 


ANJULI BHARGAVA 

GRE soe c istius i NU OMM T 0 
HERE are 194 aircraft flying in 
the Indian skies today. Indian 
Airlines and Jet Airways together 









































x have a fleet of 109 aircraft. So, 
SIX-Seven when a newcomer with no 
ye ars But demonstrable aviation experience an- 


nounces plans to buy 100 aircraft over 
the next six-seven years, it's no surprise 
that industry analysts are somewhat 


who is he? 


on earth is he?" was the question many 
were asking after IndiGo's announce- 
ment at the Paris Air Show last month. 
After a bit of a struggle, BW met the 
fairly reticent Rahul Bhatia, 45, man- 
aging director of Gurgaon-head- 
quartered InterGlobe Enterprises 
to find out who he is, and what he 
thinks he’s doing making such 
dramatic announcements. 
Bhatia runs a tight and fairly 
profitable ship, as is evident 
! from his plush DLF corporate 
park office (he owns one entire 
tower next to Pepsi's office). A sec- 
ond office (again, an entire tower) 
is at the Global Business Park in 
Gurgaon where he also runs a 
Chinese restaurant, China Club. 
. His exact profit numbers are 
À hard to come by (it's a privately 


turnover this year is expected to 
be in the region of Rs 1,450 


InterGlobe Air Transport 
(IGAT), was started by his father 
Kapil Bhatia in 1989. Kapil Bhatia 
started his career as a sales man- 
ager in an IATA agency and en- 


with Delhi Express Travel, a travel 
services company. IGAT primarily 


in India— their marketing, distrib- 
ution, offices, ramp and airport 
services are all handled by IGAT for 
cargo and passengers. 

Other than the flagship, there 


HEMANT MISHRA 
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sceptical. “That’s all very well, but who | 


held group) but his total | 


crore. The flagship company, | 


tered the travel business in 1964 | 


represents 13 internationalairlines | 


AVIATION 





| 


are a host of other businesses — some 
like the hotels project are still in their 
infancy — many of which have been 
started by Rahul (See ‘Spreading its 
| wings’). He feels that entering the airline 
business nowisa logical extension to his 
existing portfolio and, in some ways, 
“fundamental to it”. He plans to launch 
between November and February, and 
_ have a fleet of eight Airbus aircraft bythe 
end of 2006. 

What Bhatia brings to the table, to 
start with, is plenty of the green stuff, 
mostly from internal accruals. “IndiGo 
_ will be the most highly capitalised air- 

line in India,” says Bhatia. With an ini- 
| tial start-up equity of Rs 370 crore ($84 
million-85 million at Rs 44 to a US dol- 
lar), industry observers say that IndiGo 
will be one of the most highly capi- 
talised low-cost airlines in the world 
(JetBlue in the US started with a capital 
of $100 million). A low-cost carrier with 
national operations can safely be 
started with $35 million-40 million. If 
you have $60 million, you're safer than 
most should there be any fare war. For 
instance, SpiceJet at its launch had an 
equity base of Rs 156.5 crore ($35 mil- 
lion). "To make a difference at a na- 
tional level, an equity base of $60 mil- 
lion would be sufficient. As capacity is 
added in India and fares plummet, In- 
diGos deep pockets will go in its 
favour," says Kapil Kaul, chief executive 
(India and the Middle East), Centre for 
Asia Pacific Aviation, a specialist con- 
sultancy group focused on the aviation 
industry in the Asia Pacific region. 

Bhatia also has to his credit years of 
experience in the services side of the 
aviation business. InterGlobe staff mans 
and runs the India representative offices 
for the 13 airlines it represents. “We are 
quite in touch with the services side of 
running an airline due to IGAT,” he says. 

For the operational side of it — 
where his group has no expertise as of 
now — he has roped in Rakesh Gang- 
_ wal, who is based in the US and is cur- 
| rently chairman, president and CEO of 
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Worldspan Technologies and serves on 
the corporate board of OfficeMax. 
Gangwal has spent over 20 years in se- 
< nior management positions at United 
. Airlines, Air France and US Airways. He 
too has invested money in IndiGo, 
though the major shareholder is Bhatia. 
An expat CEO that industry rumour 
mills claim is someone from Ryan Air is 
xpected to be announced anyday. 
angwal is expected to be on the board 
but will remain based in the US. 

Bhatia also feels that he is entering a 
“sunrise industry” with his low-fare air- 
ne. While he foresees costs as a prob- 
lem, he is optimistic that the huge “pent 
up demand” will work to his advantage. 
IF the price is right, he feels, a number of 
ail passengers and a part of the 300 mil- 
lion middle class in India could be po- 
tential travellers. Of the 1.5 million daily 
long haul train travellers, an estimated 





> operations for airlines like United Airlines, South African Airwa 


; The largest cruise representation in india. 
anages distribution, sales and marketing for six cruise brands own 
Carnival Corporation and Carnival Plc, the world's largest cruise 
ompany. Set up eight months ago, it expects a Rs 35-crore turno 


A new joint venture company set up with Accor 

Pacific in which InterGlobe Enterprises has a 60 per cent share 
hi ntention is to set up ‘Ibis’ brand economy hotels across India à 
uth Asia. Investment of Rs 850 crore made in the first phase. 
poses to set up 25 hotels over the next 10-12 years 


















10-15 per cent make up the first and sec- 


ond AC segments. His target is to create | 


anew market segment from this pool. 
Like most of the new players, Bhatia 
is unfazed by the rush of new entrants. 
“There is room for this lot and a few 
more,” he argues. At full scale, he ex- 
pects the Indian market to support at 
least 550-600 aircraft. And he expects 
some of the existing players to cash out. 
“Going public is the flavour of the sea- 
son. We have no such plans. I am not in 
this to make a quick buck. We want to be 
alive and kicking ten years from now." 
The only inhibiting factor that 
Bhatia sees today is infrastructure. "The 
future ofthe industry and all the players 
will depend on the ability of the govern- 
ment to create more and better infra- 
structure," he says. No pearls of wisdom 
there, but he is confident that if this is 
resolved, IndiGo will fly undeterred. 8 - 
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Wherever in the world you are, this facility 
ensures that you can log on and bank. 


* CorpBank ATMs: 
CorpBank's 803 online interconnected ATMs 
let you draw money anytime, anywhere in 
the country. Besides, you can also transact 
from any of the 10 million ATMs globally, 
displaying the VISA logo. 


All this means that with one CorpBank Account 
you are now welcome to the world of banking, 
wherever you are. 
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Every LOAN 


you take... 


HINKING of taking out a home 
loan? Applying for a credit card? 
Ifyou made frequent late pay- 
ments on your last loan, you 
may just find yourself rejected. 





Thanks to the establishment of 


the Credit Information Bureau India Ltd. 
(CIBIL), the way in which lenders interact 
with customers will be substantially 
changed. And customers will be under 
more scrutiny than ever before. 


Banks are, fundamentally, in the 
business of lending. But until recently 
in India, with almost no incremental 
demand for loans from corporates, 
banks had to be content with invest- 
ing depositors’ money in government 
bonds (gilts). The only other profit- 
able investment opportunity was lend- 
ing to consumers. Whether it was loans 
to buy durables, two-wheelers, cars or 
homes, retail lending was the most 
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promising game in town. 

Retail lending is now not an option, 
but an imperative. “The margins are 
better in retail, plus the risks get spread 
out over a basket of borrowers [rather 
than being concentrated among a few]. 
It's a growth area with tremendous 
scope,” says S.K. Banerji, managing di- 
rector of the Saraswat Co-operative 
Bank, one of the leading co-op banks in 
India. For example: in 2000, ICICI had a 


^, chairman of 
CIBIL, believes his bureau will have 
8 crore consumer reports in its 
database in a year 
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- They'll be watch- 
ef : : OU. How a 
database of infor- 

lation on every 
credit and loan 
consumer in India 
will change the 

. lending business 
.. . By Yassir A. Pitalwalla 





.. retail portfolio of around Rs 500 crore 
(including ICICI Bank). Today ICICI 
Bank's portfolio of outstanding retail 
loans alone is worth Rs 55,000 crore. 
“While incremental retail credit for 
banks five years ago was between 
Rs 10,000 crore-20,000 crore per an- 
num, today the annual retail disbursals 
in the banking system have grown sig- 
nificantly to between Rs 1.3 lakh crore- 
1.5 lakh crore,” says S. Ramakrishnan, 


head (retail assets group), HDFC Bank, 


-.. And most bankers concur that there is 
>" an even larger pie waiting to be tapped. 

.— “The average spend on a credit card 
as a percentage of the card holder's per- 
sonal consumption expenditure is less 
than 1 per cent in India, as compared to 
the high teens for the US and low teens 
for Hong Kong,” says Uma Relan, risk di- 
rector, Citigroup India. CIBIL estimates 
that credit penetration is about 3 per 


cent of GDP, as compared to the 66 per - 


cent average in developed countries. 

_. Despite the low GDP share, retail 
editi is a substantial chunk of most 
banks’ portfolios. In the case of most of 
the: new private sector banks, retail as a 
percentage of incremental credit makes 





up the single largest chunk of loans ad- _ 


vanced in a given year. Retail’s share of 
incremental bank credit is now 50 per 
cent in the case of HDFC Bank, 65 per 
cent for UTI Bank and 75 per cent in the 
case of Kotak Bank. Even for public sec- 
tor banks like Bank of India, the share of 
retail credit in total non-priority sector 
loans is estimated at almost 50 per cent. 


= “Baim For A Risky Business 


i | | With so much growth already in retail, 
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how will CIBIL help the industry? - 
Mostly, CIBIL — and the information | 
that it will provide — will help banks | 


manage risk. 


In its embryonic days, retail banking | 
in India meant lending to the rich and | 
| affluent. But as lenders chase growth, | 
_ they are increasingly expanding to lower | 
_ income groups. This calls for sophistica- - 


tion to accurately assess. borrowers’ 


ability to repay and, also, to correctly | 
price the loan. Thats where CIBIL - 
tothe passage of the | 
Credit Information Companies (Regu- ! 
lation) Bill by both houses of Parlia- | 
merit, in the next year, CIBIL should be - 
able to provide a comprehensive 1 report | 
on every retail credit customer contain- - 
ing their verified address, the extent of | 
loans they've taken and whether or not | 
they have ever defaulted or failed to re- 





comes in. Thank (s 


pay any loans on time and in full. 


International experience shows that | 
managing risk and knowing retail loan | 
, where between Rs 100-500, yet a CIR 


customers is iriportant for business. 


For instance, when retail credit took off - 
in South Korea and Hong Kong, both | 
countries experienced lar gei increases | 


in dud loans. 


_ A McKinsey study "nd that | 
lenders in South Korea and Hong Kong | 
suffered huge losses from defaults in | 
retail loans. Individuals in Hong Kong | 
whowentbankrupt were holding, onan | 
| & Bradstreet. 


average, 14 different cards and debts av- 
eraging $75,000 (Rs 32.25 lakh). In fact, 


bankrupt individuals in Hong Kong | 


owed, on average, 42 times their 
monthly income as compared to the av- 





90 per cent between 1999-2001, delin- 


quent accounts almost quadrupled, 


Using the credit information report 
(CIR) provided by the bureau, bankers 


figure they should be able to avoid dis- 
asters like these, 


. CIBIL Service ox 
Today, banks have to conduct a field ver- 

_ ification to ascertain whether the peg- : 
ple who apply for loans actually liveand = 
work where they claim to. So, retai < 


lenders run large outsourced armies of 


field verification agents who are often... 
poorly paid. This is something experi- 


enced fraudsters are quick to manipu- 


late. “The credit bureau is also likely to ` | 


play a considerable role in replacing 
some of the manual and time consum- 
ing credit verification processes... 


| Losses are expected to come down cori- 
| siderably,” 


says R.L. Prasad, CCPL credit 
head of Standard Chartered Bank. Each 
field verification costs lenders any- 


from CIBH. only costs Rs 10-50, 
And savings won't just come in veri- 





CE SE DR AMNEM 


fication costs. CIBIL reports will Ihelp ^ 


| lenders make better judgements and 


lead to less bad debt. "Evidence Sug- us 


gests, that as credit bureau usage ma- 
tures, there can be a 30- 40 percent drop 


in NPAs,” says Rajesh Mirchandani; 


CEO, (South Asia and Middle East, Dun 


V. Vaidyanathan, country head (re- 
tail banking), ICICI Bank, believes that 


' CIBIL will have an even larger role — by 
| helping new entrants be successful in 
erage of 21 times in the US. In South - 
Korea, too, as credit card usage rose by | 


the retail lending business. “The CIR will 





help banks who do not have an evolved - 


CREDIT bureau tracks the indebtedness anc 
# repayment history of individual borrowers 
on loans they have taken from banks, non- 
banking financial service companies and fi- 
nancial institutions. It also contains certain 
personal information of each borrower, 
like name, age and verified permanent 


address. The information is collected 
in a credit information report, which 
is made available to loan-issuing 


CIBIL members. 


The first credit bureau in the jin Dun 


& Bradstreet, (a shareholder in C 
back in 1841. 
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BIL) was set up 



















redit system even more than those 
with one. Bankers with evolved credit 
systems, on the other hand, can look 
orward to efficiency benefits of an au- 
omated process," says Vaidyanathan. 

-. "Consumers can hope to see margin- 
ally lower interest rates charged for re- 
paying on time and in full. “As banks 
'enefit from lower loan losses, deserv- 
ing customers will see costs decline, just 
is customers in a motor insurance pol- 
-icy for instance, get a no-claim bonus,” 





oo $ays Hemant Kaul president (retail | 


—. banking), UTI Bank. "Once a few players 
v Start offering risk-based pricing, it will 
become a survival need for the others to 
-. follow suit in order to stay competitive,” 
says RL. Prasad of Standard Chartered, 
- ^. Citigroups Relan believes that once 
-information is shared on defaulters, col- 
|. lection costs for lenders also will come 
_ down. "We've had instances where cus- 
tomers have paid up their defaulted 
|... amounts when other banks refused 
them loans, because they showed up as 
^... defaulters on the data we shared,” says 
‘Relan. CIBIL will thus enable banks to 
_ better decide whether or not to grant 
< loans, and if so, at what price. 
vo . & Sathanakrishnan, the chairman of 
.. .CIBIL, also sees his bureau helping as a 
. . marketing tool. “Banks will also be able 
to use the information on the extent of 
borrowing by individuals to cross-sell 
- anarray of products to clients with good 
standing, who are under-exploited," 
- says Sathanakrishnan. He says that re- 
<- duced time to market for banks also 
" - meansthat capital can be deployed qui- 
— . ckly, raising the return on capital em- 
ployed. So, CIBIL may help banks in- 
crease revenues while reducing costs. 


~ Growing Up 























could become a deciding factor in loan 


© accept or reject an application itself, 
ers plan to use it to help decide what 
iterest rate to charge and what loan 
ount to sanction. 

Consumers, too, can look forward to 
enefits like faster processing. Borrow- 
rs would also be saved from the calls of 
eld verification officers. “The CIR is a 
faster, quicker and surer way of assess- 
ing a prospective applicants’ risk profile. 
‘Today we spend a lot of time on each in- 
dividual case trying to fit him into a sta- 


D Once lenders can access data, the CIR | 


pproval. While some banks may use it. | 


| F your repayment track record is a bit spotty, CIBIL could make 
credit difficult to come by. Banks will be able to identify borrowers 
who are overextended or who make late payments, and may deny 
future loans to them. And, unlike the West, there are not many lenders 
willing to lend to higher risk customers in return for a higher interest 
rate. So, while being a good borrower means that you could get 
slightly lower interest rates, bad borrowers will raise red flags. 


Strangely, the coming of 
CIBIL may see loans sought 
by those who have never 
borrowed before becoming 
more expensive. Such bor- 
rowers, many of whom may 
be good, will probably find 
themselves put in a slightly 
higher-risk category. This is 
because there will simply 


be no CIR available on them. Since nobody has any experience with 
the freshers repayment behaviour, they are automatically considered 
as somewhat higher risk than someone who's past behaviour is 
known and demonstrated. Bankers use a fancy term to describe 
such first time borrowers: 'unseasoned credit’. 

A serious problem could arise if the lenders submitting data to 
CIBIL make a mistake. If you are wrongly labelled as having a truant 
track record, you can't approach CIBIL to get the mistake verified. 
The lender who made the mistake is the only entity authorised to 
make a correction. In fact, if somebody refuses you a loan citing your 
CIR, you can't even demand that he share a copy with you! 


tistical risk calculator," 
Gupta, executive director at Kotak Bank. 


cut the loan processing time for a car 
sector banks that currently write to the 


wait for replies could reduce the pro- 
cessing time even more. 


gleaned from the fact that, globally, a 
credit score has as much as a 40 per cent 
weight in a typical retail lender's credit 
risk scoring model. CIBIL plans to start 


groups with a pre-defined credit score. 
In fact, even before lenders have 
adopted the CIR en masse, other corpo- 
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says Dipak | 





ouring for access to the bureau's records 


_ or for permission to set up dedicated in- 
Gupta estimates that once CIR data _ 
on borrowers is available, bankers could | 


dustry-focused bureau. 
Since 2004, when its operations 


| began, the number of records CIBIL 
loan from 48 hours to one day. Public | 
| creased from 40 lakh to 2 crore. "We ex- 
lenders of a prospective customer and | 


allows its members to access has in- 


pect the number of borrower records to 


| increase to between 5-6 crore in about 
; six months time, as banks will no longer 
Just how important a CIR is can be | 


face consent issues and will have the 


| technological preparedness to submit 
| the needed data,” says Santhana- 
: krishnan. Before enactment of the Bill, 
| lenders needed to get every retail 
offering credit scores (a single statistical | 
summary of the CIR) in about a year. | 
Banks like UTI Bank feel that once credit | 
scores become well-established, banks | 
could advertise lower interest rates for | 


borrower's permission to share data on 
their credit history with CIBIL, Now 
banks do not need to maintain this 
secrecy as the Bill enacted by Parliament 
allows banks to share this data auto- 


|; matically. Santhanakrishnan, therefore, 
| believes the database of CIRs will swell 
| to as much as eight crore reports in 
rates who conduct credit verifications, | 
like mobile service providers, are clam- | 


about a year. That's sure to become a 
database to reckon with. a 
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HINA is at its ‘go out’ strategy 
again, Only this time, the bid 
by China National Offshore 
Oil Corporation (CNOOC) 
to purchase the California- 
based energy giant Unocal is 
raising many eyebrows in 
the US. And Beijing is watching these 
reactions very carefully. 

Many Chinese feel that the way 
Washington reacts to this deal will send 
an irrefutable message about whether it 
is more interested in its commitment to 
free trade or in containing the growing 
might of China, which President Bush 
has labelled a ‘strategic competitor’. 
“Right now, CNOOC is only following 
the rules of free trade,” says Han Xiaop- 
ing, senior vice-president of the Falcon 
Pioneer Technology Company, an en- 








ergy research firm in Beijing. “If the deal 
is not allowed, it sends a message to Chi- 
nese companies and they might start 
looking for other ways, other markets to 
do business with." 

The Hong Kong-based CNOOC, 
which made the unsolicited bid for Un- 
ocal, is a publicly-listed subsidiary of the 
China National Offshore Oil Corpora- 
tion, the third-largest state-owned en- 
ergy firm in China. Its all-cash $18.5-bil- 
lion offer for Unocal is the largest 
international purchase a Chinese firm 
has undertaken to date. It ups a $16.6- 
billion stock bid from the California- 
based Chevron — the first time a Chi- 
nese firm has entered into a bidding war 
with an American company. 

significantly, the CNOOC bid comes 
close on the heels of Chinese computer 
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maker Lenovo's $1.75-billion purchase 
of IBM's PC unit and is expected to 
be followed by Chinese appliance 
maker Haier's $2.25-billion offer for 
Maytag Corporation. 

Together, the deals reveal the deter- 
mination with which Chinese compa- 
nies, backed by the State, are following 
the plan to use China's massive foreign 
exchange reserves of more than $700 
billion to acquire leading companies 
and brands in key industries — the 'go 
out’ strategy. [BW first wrote about the 
global ambitions of Chinese companies 
last year (‘Enter The Chinese Brands, 
7 June) and has also covered China's 
global energy ambitions (‘Fuelling The 
Dragon, 18 October).] That strategy is 
proving "unsettling and disruptive" for 
many global leaders and corporations, 
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Chinas bid for 
Unocal raises 
important 
strategic issues. 
There is much 
at stake for 
China, the US 

. and India. By 
d. | Jehangir S. Pocha 


says James Brock, an independent ad- 
viserto the energy industry in Beijing. 
Until recently, Chinese firms were 
seen merely as cheap manufacturers, 
and the Chinese government invested 
most of its cash in low-yielding US gov- 
ernment treasury securities (T-bills). 
Now, the best Chinese firms are proving 
as adept as their Japanese and Korean 
counterparts in the 1970s and 1980s at 
moving rapidly up the value chain. And 
local state-owned banks, such as the 
ndustrial and Commercial Bank of 
~ China, which will loan CNOOC $6 bil- 
-Hon for this deal, are eschewing the | 


measly 4 per cent return they earn on | 
US T-bills to bankroll their dreams of | 


global expansion. 
"Buying oil reserves is much better 


ocal and Maytag don't need to be ex- 
changed for local renminbi, they repre- 


sent a real contraction of the renminbi | 
| sumer in the world after the US, burning 
| the equivalent of 1.5 billion tonnes of oll 


money supply,” Pettis says. That's grim 
news for both the US and India. 


So far, the consistent purchase of | 
T-bills by China (and other cash-rich | 
| decade. Over the next year alone, China 
Taiwan) has allowed Washington to | 
fund its widening deficit with cheap | 
| tricity -— more than the entire power ca- 
inflation low. But William Overholt, di- 


states such as Saudi Arabia, Japan and 


money, and keep US interest rates and 


rector of the Center for Asia Pacific Pol- 


icy atthe Rand Corporation, says Beijing | 
is now looking to spend between - 
$30 billion-40 billion a year on buying | 


international companies. [In contrast, 
India has invested about $3 billion in 
global exploration ventures, and says it 


on additional acquisitions.] 


While the move could force Wash- 
ington to raise interest rates, from In- 


prices of global oil assets — a develop- 
ment which New Delhi also covets. 


where both are competing. 


Brock says there is no doubt that the. 
Chinese government, which owns 
around 70 per cent of CNOOC, has en- | 
| serves, they can add some stability to 
_ their energy supply.” 


dorsed CNOOC's ambitious bid for lar- 
ger strategic interests — especially Bei- 


jing’s desire to acquire energy fields ata. 
time of uncertain energy supplies and | i 
| CNOOCS current energy production — 


diminishing energy stocks. 
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The US has always seen controlling 
global energy supplies as essential to 
its power, and stopped at little in its 


| quest to control the global oil and nat- 
than buying T-bills and CNOOCis one of | 
the best companies," says Han. “When it | 
started, its assets were worth about $800. 
million. Now, they are worth about $23 | 
billion. So it's much better for a Chinese - 
bank to lend money to such a Chinese | 
|. company than to the US government.” 
_ Michael Pettis, associate professor - 
-of finance at the Guanghua School of | 
.. Management, Peking University, says | 
|. purchasing foreign companies is also a 
. good way for China to reduce the mone- _ 
. taryimpact of keeping its currency, the — 
> renminbi, artificially undervalued. : 
“Since the dollars spent on IBM, Un- - 
| peted to control oil supplies, Brock says. 


ural gas market. In addition to criticisms 
that both the iraq wars were fundamente - 
tally ‘oil wars’, the US government has 
connived with US oil companies to 
overthrow governments in regions such 
as Iran, the Middle East, Africa and 


| South America in a bid to secure cheap 


oil supplies. 
Now Chinas own spiralling energy - 
consumption is leading Beijing “to ` 





| wrest control of as many energy fields as 
| itcan" from the US and other major en- 


ergy consumers like india, mirroring the 


| ‘Great Game’ politics of the late 19th 


century when colonial powers com- 


For China, playing the game is es- 
sential. It is now the largest energy con- 


this year. Even conservative estimates 
expect this figure to double over thenext 


will bring online new power plants that 
will produce about 80 gigawatts of elec- 


pacity of the United Kingdom. 

"Hf the rate of growth continues, 
there just won't be enough (traditional 
energy sources, such as coal, oil and gas) 
in the world for China," says Han. 

With Indias increasing demand for 


: oil and gas, global oil prices could touch 
| $100abarrel by 2015, some analysts say. 
will continue to spend $1 billion a year | 


That could prove financially debilitating 


_ for India, which already spends some 
| $27 billion a year on importing energy. 
| Brock says all this might not be such a 
dias point of view, Beijings swollen - 
piggy bank could also end up raising the | 
| embrace other forms of potentially: 
_ cleaner fuels, such as clean coal-derived 
Some say Beijing is paying too much | 
even for Unocal, and Beijing is likely to ' 
use its expanded kitty to muscle Indian - 
companies out of global energy deals | 





bad thing because diminishing supplies 
and rising prices will force nations to 


fuel, metal hydrates and renewable en- 
ergies such as solar and wind power. But 
until that happens, Chinese companies 
such as CNOOC are desperately trying 
"to replace the energy supplies they ve 
used up and with reliable sources of 
new reserves, according to Brock. 
"Thev feel that by owning their own re- 


CNOOC executives estimate that 
merging with Unocal will double 


depth . | . TONS 


and increase its reserves by 
nearly 80 per cent, or 4 billion 
barrels of standard oil. And 
with over 70 per cent of these 
combined reserves located 
in China and nearby Asian 
countries, such as Indonesia 
and Thailand, the merger 
makes sense on a strictly com- 
mercial basis. 

Unocal has still not found 
buyers for the production from 
its Asian gasfields, and with 
China agreeing to pick up the 
production from these, the fi- 
nancial benefits to both com- 
panies would be significant. 
“Both Unocal and CNOOC are 
already primarily Asian busi- 
nesses. Together we will be one 
of the regional leaders,” said 
Yang Hua, chief financial offi- 
cer, CNOOC, recently. 

But as noted above, the bat- 
tle for the control of energy 
resources also has significant 
political dimensions. Most 
countries, including India, gua- 
rd their energy industry from 
foreign or unwanted buyers. 
China itself does not allow for- 
eign investors to own more than 50 per 
cent of most oil and natural gas-related 
companies, though it does allow foreign 
firms full ownership of energy explo- 
ration ventures. In fact, the reason it is 
paying for Unocal in cash instead of 
stock is because the Chinese govern- 
ment does not want to dilute its own 
holding in CNOOC. 

Overholt says such thinking, while 
seductive, was misplaced. “Buying oil 
wells does nothing to enhance China's 
energy security,” he says. “Oil is an inter- 
nationally-traded commodity and, ina 
time of squeeze, whoever has enough 
money will get the oil. (China’s purcha- 
ses) do nothing for China except deplete 
its reserves. If the Chinese want to pay 
over the top for US assets, then the sensi- 
ble response for us Americans is to glee- 
fully celebrate the resultant windfalls.” 

That's not in line with the current 
mood in Washington, where voices have 
already been raised against allowing 
a state-owned Chinese entity to control 
Unocal. Those who oppose the deal 
say Unocal owns several strategic assets, 
including energy fields in the US and 
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tion an 
S reserves by ne 
80 per cent 


Mexico, and rights to cutting-edge deep 
water drilling technology. And as every- 
one who watched Michael Moore's 
Fahrenheit 9/11 knows, Unocal has 
also been closely involved with the 
planned construction of controversial 
but strategically important pipelines in 
Afghanistan and Central Asia. 

Though treasury secretary John 
Snow has said he expects CNOOC to 
voluntarily ask for a US government 
review of whether the deal threatens 
national security, many US Congress- 
men are demanding an investigation 
into the deal. “The US should be shoring 
up our reserves, not divesting them to 
global competitors seeking to fuel their 
own tremendous economic growth,” 
said Richard Pombo, a California Re- 
publican and chairman of the House 
of Representatives Resources Commit- 
tee, in a statement. 

To soften critics like Pombo, 
CNOOC'^ chairman and CEO Fu Chen- 
gyu has said the company will retain its 
entire US staff. Fu has a record of suc- 
cessfully navigating rocky waters (See 
As Global As They Can Get’). He has also 
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said that the existing oil and gas Unocal 
sells in the US will continue to be sold 
there and not be diverted to China. The 
company has also stated that if neces- 
sary, it would consider divesting Unoc- 
al's North American assets and consider 
‘special management arrangements’ for 
its strategic pipelines. 

Han says all this indicates CNOOC 
does not want to challenge sensitive 
US interests. “What they really want 
is Unocal’s management and technical 
expertise,” he says. “CNOOC has huge 
plans to expand its gas production, 
and it is in the interests of the US to help 
it do this. Not only will China’s invest- 
ments bring more energy to the market, 
lowering prices, it will help move China 
off oil and into cleaner natural gas.” 
That's something China is desperately 
trying to do because the environmental 
impact of its galloping fuel consump- 
tion has been devastating. 

"There are places in China that are 
like scenes out of a Mad Max movie," 
says Brock as smog obscured the 
panoramic view of Beijing that his 21st- 
floor office normally offers. “In the short 













Are they pioneers? Or teachers? 


The world’s space agencies explore the universe 
with the help of HP technology and services— 
from network management to massive computing 
for trajectory planning. This lets the agencies 
focus less on IT issues and more on their real 
mission: to share the secrets of the stars with 


those of us back home. 
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Fu Chengyu, CNOOC's iconic 54-year-old chairman and CEO, says the 


Unocal deal will either *make me a hero or a martyr". So far, investors 
appear to be betting on the former, and CNOOC shares have risen as 
much as 6.4 per cent in Hong Kong. Much of the market optimism is 
rooted in Fu, an open and easy-going manager who developed an 
astute understanding of the American culture and management 
practices while he studied at the University of Southern California, and 
later as an executive with Phillips Petroleum. 

"He's very different, very open, very Americanised," says Han 
Xiaoping of Falcon Pioneer Technology Company. It has helped Fu with 
investors who say they like his professional but friendly manner, when 
compared with the management culture in most of China's state- 
owned firms. Most Chinese public sector managers are protocol 
conscious and notoriously private, seldom mixing with the ‘outside 
world' and shunning publicity. 

When Fu became president of CNOOC in December 2000 after 
heading several of its joint ventures with foreign corporations, he 
brought with him many of the best practices he had learnt. The 
company adopted a more relaxed style and 
conducted its board meetings in English. Fu also "— 
brought four respected non-executive directors, £— A 
including westerners, Evert Henkes, a former Shell 
executive, and Kenneth Courtis, vice-chairman of 
Goldman Sachs in Asia, onto the board. That, 
among other things, has allowed CNOOC to keep 
itself free of the corruption and nepotism that 
plagues many Chinese state enterprises. 

Over the last two years as Beijing has 
encouraged its energy companies to go global, 
CNOOC has bought stakes in South East Asia, 
Australia and most recently in Alberta, Canada. 
Initially, its board was divided over whether to 
pursue Unocal. But Fu, it is believed, convinced the 
board to go through with the deal because he wanted to please 
China's top leaders with a prize acquisition, regardless of how 
attractive it would be in the long run, says William Overholt, a China 
expert at the Rand Corporation. 

One reason why CNOOC can afford to pay $2 billion more for 
Unocal than Chevron is that CNOOC "does not have to employ the 
same level of market discipline as Chevron," Overholt says. “It has 
access to cheap financing through the state-owned banks and their 
goals are not focused so much on profit as on achieving certain 
volumes and levels of ownership." Indeed, CNOOC will receive $7 
billion in subsidised loans to help finance its bid for Unocal. The money 
will come in the form of a 30-year loan of $4.5 billion at a rate of 3.5 
per cent, and a $2.5 billion, no-interest bridge loan, its chief financial 
officer Yang Hua has said. 

CNOOC will also get a $3-billion loan from Goldman Sachs Group 
and JP Morgan Chase & Co., its advisers on the Unocal bid, and 
another $6 billion from the Industrial and Commercial Bank of China. 
The terms of the loans have not been disclosed. Fu tries hard to 
present CNOOC as independent of the Chinese government, but it is 
clear the company is getting a little bit of help from its friends. 
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run, the move to gas is essential but in 
the longer run there has to be a fuller re- 
consideration in China, and indeed the 
world, ofthe entire energy system." 

Former US senator and president of 
the New School University, Bob Kerrey, 
suggests the US calibrate its response to 
Beijing. Rather than let Beijing believe it 
is not welcome to invest freely in the US, 
he suggests that the opportunity be 
used to get China to "fix its transparency 
laws and corporate governance issues". 

That's a message China seems to be 
getting, and CNOOC was meticulous 
in using US investment bankers, US 
consultants, and US public relations 
firms while putting together its bid 
for Unocal. Yet, the worry that the US 
might reject the deal is still very real. 
Hong Kong-based telecommunications 
firm Hutchison Communications was 
recently prevented by the US Commit- 

tee on Foreign Investment 
|, in the United States 
| (CFIUS), a panel of top 
US national security and 
|, economic officials that 
scrutinises foreign invest- 
| ments into the US, from 
buying bankrupt US 
telecommunications firm 
Global Crossing for secu- 
rity reasons. 

Since CFIUS clearance 
would also be required for 
É the CNOOC-Unocal deal, 
2 thereisareasonable possi- 
bility it may fall through. 
Richard D’Amato, the chairman of the 
US-China Commission, a body that ad- 
vises Congress on trade and security, al- 
ready 
says the Unocal deal “should be 
analysed fully by CFIUS, and we believe 
the correct decision by CFIUS would 
be to reject the deal.” 

Given the complexities of the situa- 
tion and the contradictory arguments 
experts are making, Brock says it is 
understandable that some in the US 
Congress and the public are having 
some difficulty getting their hands and 
minds around the merits or demerits 
of CNOOCS bid. 

“But they'd better learn to deal with 
this sort of thing because it is going to 
keep happening," he says. "Pick any 
product, and the Chinese are going to 
change the market for it." HE 
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things simpler. 
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Simple outside. Intelligent inside. 
It is a philosophy built into every 


Telemecanique device. Complex 







technology packed within a user-friendly 
interface for ease in using the most complicated 
technology. It couldn't have been simpler, it couldn't 
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THE Indian business process outsourcing (BPO) The BW-Nasscom Round Table on ‘Changing Global BPO 
industry has literally grown up in the past one year, | Space’ in Bangalore. From Me Standing 
From small low-end pure data conversion work, it | from left: and 


has moved to handling high-end analysis. In fact, 
India has now emerged as the No. 1 offshoring 
destination in the world. But what is the next level of 
outsourcing that India has to reckon with? How is it 


| Karnik Let's look at three aspects with regard to the changing 
global BPO space. How is the customer changingintermsof * 
customer needs and orientation? How are the competencies 

| changing worldwide? And what does the competitiveness 


changing? What are the competencies worldwide? — mean for India? 

And what does global competitiveness mean for | Tornbohm: As companies learn more about what they can do 
India? Businessworld Round Table XI debates | by using offshore and global delivery models, they would be 
the issues and looks at the opportunity for the , more comfortable using offshore deliveries. Since they have 
industry in the next few years. Kiran Karnik, | already gone to setting up shared-service centres, they have 


president, Nasscom, moderated the discussion. The | already done some sort of rationalisation. They will be more 
panel comprised Cathy Tornbohm, principal analyst, , comfortable going offshore or using the global delivery 


F , model. It also depends on the economic environment within 
BPO Piu Seer P enitn | that particular industry. So ifthey are facing lot of challenges, it 
managing director, , Frogeon, Neeraj | will also lead them to look at BPO and at the economies of 





Bhargava, group CEO, WNS; Ananda Mukerji, scale that they can get from global delivery ! 
managing director & CEO, ICICI OneSource; and Karnik Are you looking at a big increase in what is being out- 
Shanmugam Nagarajan, founder and COO, 24/7 | sourced and offshored? 

Customer.com. | Tornbohm: We are seeing a steady increase as opposed to a 
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big increase. It is very different in every industry. 

Karnik: Akshaya, what do you see, given that you have picked 
an orientation which has been a little different from the tradi- 
tional startup? 

A Bhargava: I am seeing a dramatic shift. The early adopters 
were the Fortune 50 companies, who decided what processes 
were to be done in India and then project-managed it very in- 
tensively. As a result, the industry was really one of order-tak- 
ers. The customer was placing an order and we were trying to 
execute it as best as we could. Now I think we are being asked 
to be heart surgeons. People are saying: you are the specialists, 
tell us how it should be done. Also, there is the small customer 
who doesn't know India, doesn't want to project-manage this 
whole thing intensively. He wants the supplier to take the ini- 
tiative and make that happen. 

N.Bhargava: I would agree with Akshaya. We also, in some 
way, crafted the company differently by focusing on a few in- 
dustry verticals. We made sure we had as much of the mind- 
share of the people there to improve performance and lever- 
age Indian offshore capabilities. From that standpoint, it is 
very important that you have strong front-end skills and be 
able to do the diagnostics to figure out what you need to do. 
Then you are able to offer solutions which go beyond the off- 
shore move, including softer issues like how to manage chal- 
lenges of what remains back there and how to reset some of 
the organisational interfaces there. So I think the scope of our 
involvement along with the collective ability of the industry is 
creating alot of opportunity and challenges. 

Karnik: Nagarajan, are you doing the same, or are you looking 
at verticalisation, or staying on with what you started? 
Nagarajan: We are an integrated customer life cycle manage- 
ment company. We are focusing on five verticals.To take up 
Akshaya's point, the companies that came initially were al- 
ready outsourcing their processes to local players in the US. So 
it was very easy for them to take the next step of offshoring be- 
cause they had all the processes standardised. Of late, we have 
other companies asking us about the kind of jobs that can be 
impacting them the most, and which cannot be easily trans- 
ferred offshore. So we have got into that deeper level. We can 
see very, very good progress and maturity in that. 

Karnik: Anando, you have acquired firms. What do you 

see between operating here and then going out? 

Mukerji: Any global BPO company is neces- 
sarily being driven into having offshore 
work. This is what is driving all the global 
BPO companies to set up operations in In- 
dia, the Philippines or wherever. I think Indian 

BPO companies will need to know that the opportu- 

nity for us now is that we have an established base in offshore, 
which is what companies are looking for as a driver. Our chal- 
lenge is now going to be able to co-opt onshore and be able to 
deliver to them in the same way. As far as the customers are 
concerned, there are two kinds. One is the Fortune 100 com- 
panies who know exactly what they want. They are increas- 
ingly looking at vendors and saying: "We want a solution and 
we want the best company." The other kind of customer is the 
not-so-sophisticated kind. They see the opportunity but they 
need somebody to help them deliver. That is where the big op- 
portunity for Indian BPO companies is. 
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KIRAN KARNIK 


"In future, the core 
company may just 
be a marketing or a 
brand holding 
company with 
processes being 
done by a global 
BPO outfit" 





AKSHAYA BHARGAVA 





"It is impossible to 
service exotic 
European languages 
in India. But if you 
don't have the ability 
to service that 20-30 
per cent of foreign 
language, then you 
don't get to play 

the game" 


Karnik: Akshaya, what made you set up centres outside India? 
A.Bhargava: One word: completeness. You find customers 
saying: "Look, we have a whole bunch of European work. 70 
per cent of that may be in English. But 30 per centis not. As you 
encounter exotic European languages, it is impossible to ser- 
vice that in India. And if you don't have the ability to service 
that 20-30 per cent foreign language, then you don't get to play 
the game. So you cannot leverage the English part as well. We 
took an early decision on that. Our centre in Eastern Europe 
will only work if India is in the deal. If a Polish customer wants 
to outsource his work to me, even though commercially that is 
viable and attractive, we will say ‘no’ because it doesn't effec- 
tively leverage what we do in India. 
Karnik: On that, Cathy, there is a fear among 
many people in India that continental Eu- 
rope has been slow in outsourcing, and 
particularly in offshoring. Is that true? 
Tornbohm: Continental Europe has been 
slow even in adopting IT outsourcing, which 
they have now adopted. The way they have done that 
is to sell off shared-service centres that were supporting their 
IT. This could be an attractive thing for any Indian offshore 
company. But the challenge lies in what you do with the vast 
amount of staff that would be involved in that. There has been 
a move towards adopting IT outsourcing now very strongly in 
continental Europe, and we think over time that will translate 
into a move towards adopting BPO as well. We are already see- 
ing that there is a lot in the financial services sector; they can 
come more in to the insurance sector as well. There is a lot of 
demand for pan-European, multi-country types of deals 
which will help call centres grow and is going to pay off. 


depth ee ee 


Karnik: You all see a momentum from continental Europe? 
A.Bhargava: The momentum is from American companies, 
not from the European firms. We are bidding for a deal where 
there is a customer who has three lines of businesses, is pre- 
sent in 19 European countries and wants to consolidate it all 
together. So (19 x 3) 57 entities coming together. It is an awful 
deal in terms of moving parts, but it is very exciting because if 
you can do that, you can demonstrate something unique. 
Karnik: But it is not a European company? 

A.Bhargava: It is not 

Nagarajan: I will go with what Cathy is saying, that there is in- 
terest coming in some sectors like insurance, but I would 
broadly agree with Akshaya that it is the American companies 
who are initiating the movement of shared-service centres in 
Europe or Asia. That is a much more pronounced trend. 
Mukerji: There has been some interest from the financial ser- 
vices sector but it certainly is much slower than the others. 
From our perspective, frankly, the opportunity in the English- 
speaking market is just so big that it is a question of where to 
focus your limited budget. The UK and US are such big mar- 
kets that itis enough to keep us ticking for a long time. 
N.Bhargava: There are other areas where the UK and Euro- 
pean companies have been more aggressive than the US. One 
example is the travel industry. The industry has been in a mess 
in the US. People there have been so distracted by local issues 
that even though outsourcing to India could have added enor- 
mous amounts of value, it has not been a priority. Even in in- 
surance, given the size of the US insurance industry, the 
amount of movement that has happened so far is minuscule. 
But the UK has been far more aggressive. 

A.Bhargava: One market that has some interesting traction is 
Australia. It is a big English-speaking market and the cost dif- 
ferential is notas muchas you find from Wall Street. But labour 
availability is what is driving it. You just don't find enough peo- 
ple in Australia to be able to scale up. 

Karnik: What about Japan, another country with a presum- 
ably similar problem? 

A Bhargava: I think they speak Japanese. (Laughs from panel) 
Nagarajan: Japan will be served from China and not India. 
Karnik: Why is that? Look at Europe. Akshaya set up in Europe. 
N.Bhargava: To my mind, itis a 10-year race to capture market 
share. Ten years is too short a time for us to build up thousand- 
odd people fluent in Japanese who can interact with people 
there. And as Anando pointed, why bother when you have half 
a per cent of the US market? 

Karnik: But coming to a different point with Akshaya. There 
has been this talk of integrating BPO, IT and consulting. Is this 
really happening? Does it make sense to have IT and BPO tied 
together in some way? 

A.Bhargava: There are many levels of tying up. At one level, it is 
common contract. There are a number of customers with 
whom there is a single contract. For instance, the one between 
the customer and Infosys and Progeon has separate sub-sec- 
tions for BPO and IT, but the framework is common. At some 
level, they want the BPO work to be done with the underlying 
platform being maintained by Infosys. And at the final level, 
they want a common price, which includes BPO and IT. It 
tends to happen in some industries, particularly insurance. 
You will be asked to quote a price per policy, which includes 
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the processing and the underlying technology. 

Karnik: So you are saying it is an advantage. 

A.Bhargava: It is early stages. It is something that we have to in- 
vest in because if we don't, we will miss the market. 
N.Bhargava: We are already incorporating a lot of IT skills in 
our BPO offerings even today. We have over 100 IT profession- 
als. But clearly we have taken a very process-centric view and 
are saying that our business is to deliver operating excellence 
on running business processes. If changing or innovating 
based on IT is a part of that, then we have to find ways to de- 
liver that, again in the spirit of completeness. 

Karnik I thought, maybe wrongly, that the whole business of 
outsourcing conceptually started with saying ‘I don't have to 
do this' and inviting somebody who could do it outside, who 
can bring scale by collecting bits and pieces from different 
parts of my company or other companies and, most impor- 
tantly, who specialises in that. 

Tornbohm: Yes, exactly. 

Karnik: Now are these guys losing specialisation? Isn't this 
contradictory to saying that you want specialisation in BPO 
and that is why you are going out? 

Tornbohm: I think you are less worried increasingly about 
specialisation. What you are more worried about is the busi- 
ness benefit that is going to be delivered to you. So you are 
more interested in, as Akshaya was saying, 'paying per policy 
for the insurance. In theory, ultimately, you will not care what 
the IT infrastructure is, or even about what the IT application 
supporting that is. 

Mukerji: I think it is important to understand what is it that we 
need to have in terms of IT skills. We definitely need IT skills 
and all ofus are developing core IT skills because that is part of 
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"People talk about 
doing Spanish in 
India. It really is not 
feasible. Why would 
we as an industry 
play to what our 
weakness is and not 
our strength" 








SHANMUGAM NAGARAJAN 


"The next BPO wave . 
will comprise SMEs. 
They don't want to 
pay the dollars. Large 
vendors may not 
want to touch those 
small contracts. 
That's where small 
BPOs will have a 
chance” 
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‘Accenture has done 
well in HR outsourcing 
space, primarily within 
a few verticals like tele- 
com. As BPOs move 
up the value chain, 
they will all get more 
insight into what that 
particular vertical is” 








NEERAJ BHARGAVA 


“In five years, we are 
more sophisticated 
than the IT industry 
has been over 15 or 
30 years. We have 
done multi-hundred 
million-dollar deals 
which involve 
multiple years” 





what you need to offer. But we need to have core capabilities 
around the platforms from which we are operating. Does that 
require us to write code? Not necessarily. So it is a question of 
what specific things we need to have. That is where you need 
elements of IT, of consulting, of BPO in your offering. But it is 
not necessary that you need to be doing everything. 

Karnik: So the competency within the industry has to change? 
Mukerji: I think competencies in a number of dimensions 
need to change. Today, the industry largely does what you de- 
scribed as the order-taking kind of deal. What the BPO indus- 
try globally deals with is far more complex. It involves many 
countries, taking over assets, and managing a transition 
across different trends. 

Karnik: Are the Indian companies ready for that? One keeps 
hearing that none ofthe really big deals are coming into India 
except via the MNCs. 

Bhargava: If you look at the sophistication of the deals, I think 
we are getting there. In five years, we have become more so- 
phisticated than the IT industry has been. We have done deals 
which are exactly what you said. We have taken over assets, we 
have done multi million-dollar deals that involve multiple 
years, taken responsibility for liaisoning with people outside 
India. So there are situations, but they are one-off things. 
A.Bhargava: There is another part of this. If you look at a lot of 
BPOs in the West, itis only notionally BPO. Merely transferring 
work from one company to another does not make it BPO. So 
unless there is a transformation element, unless you do it bet- 
ter, unless you continuously improve over time, it is not much 
ofa gain. India, because ofthe intense competition right from 
the beginning, has been forced to develop the continuous im- 
provement capability. And that is our true advantage. 
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Karnik: So what is a BPO firm? What are you guys doing? 
Mukerji: The way we have approached it is, we have looked at 
the verticals we want to be in and we are building the capabil- 
ities to service as much of that as we can. Everybody talks 
about end-to-end, doing the entire life cycle and all that. But I 
think the core today is really to build the service capabilities 
which that customer in that vertical wants. 

A.Bhargava: We have six verticals and that is all we do. We don't 
even bid outside of that. 

Nagarajan: You can't build expertise if you get distracted with 
too many things 

Karnik: What is the worldwide trend Cathy? 

Tornbohm: Companies don't think that they are very special. 
The challenges that telco faces in the UK might be very similar 
to the ones in France. So the telco's challenges are the same 
across geography. Also vendors need to understand how 
clients work. The recruitment process in a telco is very differ- 
ent from the recruitment process within a manufacturing 
company. The turnover, the rates, the skills you need are all 
very specialised for that industry. So I think industry expertise 
and industry understanding is critical for success. 

Karnik: Are you saying that those who are in the horizontals 
are going to die out? 

Tornbohm: I think you find that they are specialising in differ- 
ent verticals as well. Accenture, for example, has done very 
wellin the HR outsourcing space, primarily within a few verti- 
cals such as the telecommunication vertical. So when you 
look at companies, as they all try to move up the value chain, 
they will get more insight into what that particular vertical is. 
N.Bhargava: I think you have to mix specialisation and scale. 
Every year, the minimum threshold to qualify for certain deals 
is increasing. So we cannot ignore the fact that we have to be at 
a certain scale, but at the same time the avenue for getting the 
scale is specialisation — not just going after everything that 
comes to you. 

Karnik: Your last comments on where the BPO industry is 
heading in the global context. 

Nagarajan: There is one point on the European companies 
not catching up. Based on the value proposition they would 
be giving their customers, I believe they would have to catch 
up with offshoring. As Thomas Friedman wrote in The World is 
Flat, geography is becoming history. They will be forced to be 
global players if they want to deliver value. 

Mukerji: This industry has actually made tremendous strides 
in the short time that it has been around. The opportunity re- 
ally is in the next three-four years for some of the big compa- 
nies to become global BPO players. 

Tornbohm: Increasingly, companies will look for a global de- 
livery model as opposed to an offshore model. 

A.Bhargava: I am very encouraged by the fact that the industry 
is moving very fast. 

N.Bhargava: It is probably the fifth or sixth year of probably a 
20-year process of realigning. The key challenge is to continue 
growing with the market. The danger lies in getting too excited 
or de-focused at the variety of things coming to us. Ww 
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The times are changing in the indian corporate | 
world. And nothing reflects this better than the last 
two Great Place to Work? Surveys. They proved that 
indian workplaces are fast catching up with their global 
counterparts and are, in some cases, even showing the 
way to them. And things are only going to get better, 
The survey itself has both mirrored these changing 
times and also initiated them. Today it's conducted in over 
20 countries of North America, Latin America, Europe, 
Africa and Asia. The annual results receive worldwide attention 
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The leader in 





N my previous column, we had touched 
upon the concept of leadership. We 
discussed the role of a leader, styles 





of leadership, and the unique ap- | 


proaches of the former captain of the 
Australian cricket team, Steve Waugh, and his 
successor Ricky Ponting. 

In a recent article in The Observer, former 
England rugby union coach Sir Clive Wood- 
ward attributed effective leadership to “picking 
the right people”. He says: “If you have the right 
people in your team, you don't need to worry 
about motivation. But one wrong person 
can cut the legs off everyone. If you make a 


bad decision, you have to change it, however | 
_ Will play conservatively, and will make deci- 


hard it is." 

At a different level, effective leadership calls 
for a set of qualities during turbulent eco- 
nomic, political, social and environmental 
times. As Mark McNeilly puts it in Sun Tzu And 
The Art of Business: "Leadership is a matter of 
intelligence, trustworthiness, humaneness, 
courage and sternness — a general should have 
these five virtues... Reliance on intelligence 
alone results in rebelliousness. Exercise 
of humaneness alone results in weakness. Fixa- 
tion on trust results in folly. Dependence on 
the strength of courage results in violence. 
Excessive sternness in command results in cru- 
elty. When one has all five virtues together, 
each appropriate to its function, one can be 
a military leader." 

From the words of Sir Clive Woodward and 
McNeilly, and my experience with leaders, I 
firmly believe that leadership is in everyone. 
However, not everyone is seen as a leader as we 
tend to associate the word only with a desig- 
nated position — in business, politics, religion, 
community, sports, and so on. 

We tend to be satisfied with such an 
arrangement because it means we do not have 
to make decisions for, or on behalf of others. We 
do not have to take on additional responsibili- 
ties than those with which we are comfortable. 
We are not forced to make decisions which will 
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make us unpopular with some sections of our 
community. And we can happily find a target to 
blame when decisions do not suit us. 

How often do we sit back and wait, or let 
someone else make a decision for us: the ‘sheep 
mentality’! It is the safe option, but a decision 
from which we learn little — particularly about 
the self. If I allowed our cricket team to operate 
in such a manner, I believe our results would be 
nowhere near as successful as they are. 

Leadership, as I stated earlier, is in everyone! 
It is an important principle in my philosophy. 
Otherwise, there will be players and people 
within the team who will rely on the decisions 
of others. A team comprising such individuals 


sions that reduce risk. Such a team will attempt 
not to lose first, and then re-assess the situation 
after this outcome is secured. 

Cricket is a 'one-ball' game. Each player, be 
he a batsman, a bowler, or a fielder, is required 
to respond to the circumstances of each ball. 
The team requires the player to make a deci- 
sion of the highest quality — then, repeat this 
outcome ball after ball. 

In every one of these moments, the individ- 
ual is the team ‘leader’. The Australian cricket 
team has performed well consistently because 
the captain and the team place confidence and 
belief in each individual. Equally, each individ- 
ual seeks this position of ‘leadership’ As a con- 
sequence, the majority of challenges that the 
team faces are ones which we have not only 
faced, but have also conquered through the de- 
cision-making (leadership capacity) quality of 
all the members in and around the team. 

Leadership within the team environment 
can be actively encouraged by providing all 
individuals with opportunities to demonstrate 
such skills. This process would include asking 
a player to lead group discussions either 
on game tactics or a current team issue, presen- 
tations — both formal and informal — to 
the media, and association with Cricket 
Australia sponsors. 
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the first ever Information and Communications Exposition in the Northeast gives you 
the opportunity to bring alive your vision. It is set to catalyse IT, enabling education, healthcare and 
infrastructure in the region. NICT 2005 is brought to you by The Telegraph, the No.1 English daily 
in the East, and NASSCOM, the supreme body for IT in India. Together they are geared to extend the 
IT revolution to every corner of the Northeast. 


NICT 2005 also lets you take the advantage of being among the first to tap the immense potential 
in the Northeast. Where the state funding is committed to develop infrastructure with a single-minded 
focus on IT. Where trade relations with ASEAN countries are on an exponential rise. And where the 
market potential is at par with the best in the country. 


NICT 2005 will be the meeting ground of pioneers. Make sure you're there. 


September 1-2, 2005 Guwahati 
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Leadership styles vary with the situation. 
' However, style is generally determined by 
| the personality of the leader. Steve Waugh liked 
* tolead by example, especially when the situa- 
IA tion was more difficult than the norm. He 
"We ‘steeled’ himself for battle — daring, taunting 
EM and defying the opposition. He jousted with 
m their technical and mental skills. He implored 
Wm histroopsto play aggressively. In his book, there 
d ji 








¿æ Was only winning or losing; drawing was never 
(9) part of the plan. 
dm such an approach is possible with very 
8 skilled players available to execute the attack. 
gm The evidence is the Australian team’s record se- 
Sus quence of Test wins between 1999 and 2001 — 
© 16 straight victories! 
=. Ricky Ponting, the present captain of the 
ee team, has a similar leadership approach — of 
é ® leading from the front. However, while he cap- 
- tures the Waugh-like aggression, he tempers 


this app roach with the knowledge that € The Australian team, captained by Ricky Ponting (centre), is strengthened 
strength is also one's weakness. Hence, Ricky's by a varied set of leadership styles within — be it Shane Warne's (L) 
leadership is more inclusive, at least when it outspoken approach or Adam Gilchrist's (R) 'nice guy' leadership 


concerns his senior players. He has concern for 
his team players having the necessary inputs, | flict with the thoughts and opinions of others, 
being well aware of his decisions, and knowing | theteam benefits from his difference. 
his expectations when it comes to results. | Fast bowler Glenn McGrath leads simply 
Wicketkeeper Adam Gilchrist has also | bydoing.Itisa simple ‘formula’ for performing. 
had the chance to lead Australia in six Test | And provided he does not complicate such | 
matches, and is no less determined than | anapproach with mischiefon the field or being | 
the other two. He has the ‘nice guy’ leadership | ‘caught up’ in the emotions of an event, he is | 
style, not wanting to create conflict with | our Mr Reliable. 
any member, and creating an atmosphere | Again, the important ingredient to structure 
where that is reciprocated. | ateam that champions leadership asa valuable | 
Other senior members of the team vary in | quality is the environment created bythefor- | 
the way they conduct themselves as leaders. | mal leadership team — the captain and coach. 
Shane Warne wears his heart on his sleeve. He is I will end this column with the words of 
very passionate about what he believes and is, | Steve Waugh: “Smart leaders show faith in the 
therefore, quite outspoken in his style. While | people they have surrounded themselves with, | 
his approach occasionally brings him into con- | and rely on them to help the leader out." | 
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BROWSING 


Sanjeev Duggal 
President & CEO 
NIS Sparta 


IAM reading BECOMING A STRATE- 
GIC LEADER: Your Role in Your Or- 
ganization's Enduring Success by 
Richard L. Hughes and Katherine M. 
Beatty. The book outlines the frame- 
work of strategic leadership and con- 
tains practical suggestions on how to 
develop the individual, team, and or- 
ganisational skills needed to become 
more adaptable and resilient. This 
bookis especially relevant for us, as 
we deal with performance enhance- 
ment solutions. Today’s organisations 
face difficult challenges. The book's 
practical approach to the various 
ways of strategic thinking and acting 
would help in creating a perfor- 
mance-oriented organisation. 

While flying, I usually read fiction 
from Dan Brown or Paul Coelho, as 
they are easy to read and fast paced lil 
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Never Eat Alone 


By Keith Ferrazzi & Tahl Raz 
(Currency) 





KEITH Ferrazzi was a 
poor kid who got into 
Harvard Business School 
and realised that he was 
in over his head. The 
other students were so 
much richer and better 
connected. Now, decades later, 
he’s a succesful consultant and 
author of a suprisingly good tome 
on networking that doesn’t advo- 
cate treating each person you 
meet as someone to exploit. E 
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History an 


N 1976, Jacques Chirac, then 
Prime Minister of France, invited 
JRD Tata to meet him. What took 
place when the two met in Paris 
was a surprisingly frank discus- 
sion of the politics of the time — it 
was almost a year after Indira Gandhi 
had declared a state of emergency in In- 
dia — along with an instructive dis- 
course by the French premier on the 
pleasures of doing business with China. 





Chirac told JRD that of all the | 


foreign governments France dealt with, 
the Chinese had proved to be the most 
straightforward and punctilious. The 
book quotes him as saying: “They in- 
sisted on cash payment and actually re- 
jected offers of deferred credit!” 


The tete-a-tete, which JRD sum- | 


marises in a memo to the Tata board of 
directors, appears to have centred on 
India’s strained relations with China. 














| 











Chirac is quoted as saying, rather pre- 
sciently, that for the two most populous 
nations in the world not to be on speak- 
ing terms for 14 years made little sense, 


, and was clearly against their own inter- 


ests since they would play an increas- 
ingly powerful role in world affairs in the 
years to come. 

Chirac, it transpires, had made 


| valiant efforts to get both Mrs Gandhi 


and Chinese Vice-Premier Teng Hsio- 
P'ing (that’s the way Deng Xiaoping 
was spelled then) to break the impasse. 
Deng had assured Chirac that he was 
sending some emissaries to broach rec- 
onciliation with India, although he per- 
ceived it as unfriendly and not having 
acted correctly towards China. 

JRD's account of his meeting with 
the French leader is one fascinating 
nugget of the many that are scattered 
across Horizons: The Tata-India Century 
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R. VENKATESWARAN 


HY have the three key sources 
of external finance for compa- 
nies — bank loans, equity capi- 
tal and venture capital — failed 





to finance the growth of small and | 
_ product reservation and definition by 


medium enterprises (SMEs) in India? 
Given the high employment genera- 
tion and wide distribution of income 
that SMEs facilitate, they can help India 
achieve 8 per cent annual growth in 


cessions, exclusive reservation of prod- 
ucts and directed credit. However, De- 
bashis Basu, in a study identifying sol- 
utions to the hurdles in SMEs' growth, 
says what is more important is under- 
standing the real drivers of sustainable 
economic growth — namely, healthy 
competition and scope for innovation. 
Basu, who heads an investment 


7n 





consultancy, conducted the study for 
the Small Industries Development Bank 
of India (SIDBI) and the National Stock 
Exchange (NSE). In Growth Alchemy: 
Why Smaller Firms Fail To Find Finance 
And How Market-Based Solutions Can 
Help, Basu drives home the point that 


asset size has not helped the SMEs to 
grow. Moreover, the financial sector, 
which is dominated by government- 


, owned institutions, has ignored the fi- 
GDP and bring down the poverty rate to | 
11 per cent. SMEs are given fiscal con- 
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a (1904-2004) by Aman Nath and Jay 
-< » Vithalani with Tulsi Vatsal. This is a book 
. Ofparallel narratives — of the country 
and the Tata empire — told in an al- 
manac fashion, with both getting a page 
each for every year. 
The large format of the book is just 
right - for the stunning photographs, 
“some of which are gatefolds that open 
0 over a metre. The most riveting, of 
'ourse, are the archival photos, among 
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he Tata-India 
^ Century: 1904-2004 


By Aman Nath & Jay 
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nance requirements of SMEs. 

This happens despite the plethora of 
outfits that are supposed to finance 
SMEs: commercial and co-operative 
- banks, state finance corporations, IDBI, 
_ »_ Nabard, etc. But Basu finds that political 
~ high- andedness, lack of expertise in 
g bir institutions, preference 

or retail lenc id "the fear of getting 
Famed. on ‘corruption charges” have re- 
stricted access to bank loans for SMEs in 
spite of a massive rise in bank deposits 
and the credit guarantee scheme. 
. Indian equity markets have shifted 
to disclosure-based regulations and 
have the largest number of listed com- 
panies in the world. With screen-based 
trading and access to foreign investors, 
the SMEs could take advantage of the 
equity market to fund their projects. But 
a variety of events have combined to 

make it impossible for SMEs to take ad- 
|. vantage of the growing equity cult: two 
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these a haunting Lala Deen Dayal shot 
of women working in a cotton mill in 
1900. Also, the panoramic photos of Tata 
businesses taken by Amit Pasricha are 
spectacular in their way. 

Horizons focuses the Tata narrative 
on the founders, Jamsetji Nusserwanji 
Tata, JRD and his cousin Naval Hormusji 
Tata. Butitisa fairly complete accountof 
this unusual business house which 
made its initial corpus from the opium 
trade in China and Sup- 
- pliestothe British armyin 
|. the Middle East (hence, 
| the various knighthoods 
. that the Tatas boast of). 
|. There are the little known 
. anecdotes, rare letters and 
~~ documents, all of it inter- 
. woven with the history of 
| thecountry — 
Like all almanacs, the 





scams in the stockmarket within a 
decade, the IPO boom of the mid-1990s 
and the consequent problems of van- 
ishing companies, the stringent Sebi 
norms for companies issuing securities 
and the slow demise of the OTCEI. 

In the US and Israel, venture capital- 
ists have financed high-risk, high-ret- 
urn business ideas. But in India, venture 
capital has failed to finance SMEs due to 
cumbersome regulations, double taxa- 
tion in the initial years, high transaction 
costs, the absence of exit opportunities 
and the VC's bias towards the IT sector. 

In this milieu, to help SMEs meet 
their estimated need of Rs 1,44,000 
crore of working capital and Rs 63,000 
crore of term credit, Basu thinks mar- 
ket-based solutions can help. He reco- 
mmends changing the ownership pat- 
tern of banks, development of the 
corporate bond market and using rat- 
ings to assess SMEs' financial health, 
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| overt biases. Critics might fi 


selection and narrative of history tends _ 
to be subjective, yet Horizons avoids. Er 


portrayal of the Nehru-Gandhi 
astoo Ar prt = J Ds pe ers 


oh y bove his abel of what 
their governments did — even while 
discussing the Emergency. 

But as is well-known, IRD was anen- 
trepreneur who was chivalrous to 
the core. You only have to read his letter 
to Morarji Desai after the Janata Dal 
summarily removed him from the 
boards of Air-India and Indian Air- 


lines to understand the kind of person 


he was. 

In the end, you have to admire what 
is crammed into these pages; history, 
after, all is not just about what is spot- 
lighted, but also the way it is detailed: in 
the details lies Horizons appeal: E 





along with several other steps. Basu's re- 
search has aptly identified the problems 
that plague SMEs. The implementation 
of the bold recommendations requires a 
significant parting from the past. 

Part one of the book describes the 
economic landscape in which SMEs 
have been functioning, their sheer size 
in terms of numbers and their share in 
total employment — as well as their un- 
tapped potential. The second half pro- 
vides a bird's eye view of global policies 
for SMES, alternative financing options 
and the required changes in the mar- 





ket's design which would make those 


options viable. 

The book will serve as a starter for 
anyone interested in knowing more 
about the SME sector in India. However, 
if you are looking for an in-depth study 
with lots of primary data, skip this, as 
Basu has quoted profusely from other 
studies and reports of various commit- 
tees. And the publishers have, unfortu- 
nately, not bothered to edit the book. @ 

















A 


FW NS Rn atk 
CAN DA 


Saver 





As per NRS 2005, 
Dusinoss mag 


Maier in Top 8 Metros higher t than Lu ss Tc 
, and Outlook Money. ` x 


*Source data: NRS 2005 


INDIA'S LARGEST SELLING 
BUSINESS MAGAZINE 





[V 








OR now, it looks highly likely that the UPA gov- 
ernment will last its term. Accidents are always 
possible; but for now, all the accidents seem to 
befall the hapless NDA. If it continues to be so 
undirected — and if the BJP continues to be 
riven by ideological doubts — its constituents may well 
begin to drift away. After all, they were brought together 
by their fear of the Congress leaving them no space; now 
that the Congress has learnt to live with allies, it may no 
longer put off small parties. 

If the UPA government manages to complete its five 
years, it looks just now as if it may have little to show for it. 
Man for man, this government is no worse than the last; 
nor is the team worse led. But the NDA government al- 
ways sounded as if it had been 
done there and done that. It is 
another matter that its self- 
congratulation didn't convince 
the electorate. But this govern- 
ment may not even have much 
of a case for self-congratula- 
tion. True, the Prime Minister 
has done a good job in foreign 
affairs and managed to hold a 
heterogeneous flock together. 
But when one tries to count the 
achievements, the fingers of 
one hand prove too many. 

In economic policy, the sta- 
sis owes much to the fact that 
the two leading horses of the 
alliance are pulling in different 
directions. Whenever the reac- 
tionary Congress tries to gallop 
ahead, the progressive parties hold it back. Whatever the 
Congress wants to do — whether it is disinvestment or 
labour reform — the Leftists are against. They may think 
that this is an unfair picture created by a hostile capitalist 
press. But it gives them ample coverage. While they started 
off ineptly, they have become increasingly media-savvy. 
They talk a good deal more to the press — by contrast, the 
Congress leaders have largely ceased to do so — and espe- 
cially after the ascent of Prakash Karat, their message has 
become more sophisticated. If they still do not carry the 
media, their message is more at fault than the media. 

The fact is that negative events cannot make news; 
and whilst the Leftists are voluble about what they are 
against, they have little clue of what they are for. Whether 
it is sale of PSU shares or foreign investment in retail dis- 
tribution, the Leftists have stopped the government in its 
tracks. But there is nothing they have pushed the govern- 
ment to do for the people. 

Their favourite plank is the employment guarantee, 
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Rules for this game 


The Congress and the Left 
should agree on a set of rules 
that would let them go their 
own way within constraints 





_ Prakash Karat 





but the further it goes, the worse it will be for them. Such a 
huge programme, run by slothful state governments, will 
take ages to get offthe ground, and then it will provide the 
press with delectable stories of defalcation and delin- 
quency. Feeding hungry cattle in drought is a good thing 
to do, but it made Lalu notorious; feeding people affected 
by floods is desirable, but it made Goswami a fugitive 
from justice. The employment guarantee programme 
could make both the Left and the Congress fugitives from 
the people, and lose them the next general election. 

That prospect should sober the Left, and make it think 
of reforming its ways. The first thing it needs to do is to re- 
define its relations with the government. If it continues to 
micromanage, it will only create more bad blood and bad 
tempers. What the Congress 
and the Left need to do is to 
agree on a set of rules that 
would let them go their own 
way within predefined con- 
straints. Let us suggest six. 

First, both should agrée 
that the government will reli- 
giously adhere to the targets 
defined by the Fiscal Responsi- 
bility Act. If they do that, for 
every additional expenditure 
they propose they would have 
to cut down expenditure else- 
where. In other words, they 
would have to think seriously 
about priorities. Second, they 
should agree that any policy 
followed by the government of 
West Bengal is kosher for the 
Central government. After all, West Bengal has the only 
communist-led government in the world; if it does not set 
standards for the workers of the world, who will? 

Third, they should agree on a list of taboos. Let the Left 
lay down once and for all where and to what extent it 
would allow foreign investment, and ban all other. If the 
Central government knows what it dare not do, maybe it 
will dare enter territory from which it is not banned. 

Fourth, they should start briefing the press together. 
That will force them to agree beforehand on what their 
stand would be; it will lead to much better coordination 


| on policy than the Prime Minister's idli-dosa breakfasts 
| have. Fifth, they should agree to fund surveys by inde- 





| 


pendent organisations of how far their pro-poor pro- 
grammes are helping the poor, and make them public. 
And finally, both sides should learn to smile. Whether 
they deserve it or not, the Gods are kind to them. The wor- 
Id is courting them, the economy is blooming and the op- 


| position is falling apart. They have never had it so good. W 
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The yuan and India 


The world is talking about the Chinese 
currency revaluation. However, most of 
the articles just focus on the probability 
of the yuan revaluation, which is of little 
value. From the Indian perspective, I 

| would like to see an analysis of the 
following questions: how would 
revaluation affect India? How would it 
affect the Indian rupee? How would 
our export competitiveness be 
affected? Which sectors would 





benefit from this and which ones would be adversely 
affected? How would it affect the entire Asean region? I dont have 
answers to any of these questions, but I think that economists should 
study these issues critically. 


Rajeev Mundra, posted on BW website 
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"TELECOM SHOULD DIG DEEPER Hutch or Airtel, they are still good 
Telecom growth will come in the _ service providers. For instance, a 
untapped rural markets, provided the | company like Dishnet consistently 
services don't get too ambitious too scores high on customer satisfaction. 
fast (‘The Call Of The Hinterland, Perhaps Hutch and Airtel could learn . 
BW, 27 June). | something from them. l 
But the more important issue is | Lalit, posted on BW website 
finding out why growth has slowed E | 
down in urban markets, even. though | NOTHING IS PRIVATE 
the national average for penetration | I was not surprised with Ashok 
is a mere 9.5 per cent. We are obviously | Desai’s experience described in 
missing something in the cities as | 'Misinformation Sharing Racket (BW, 
well, becuase they still provide fertile | 13 June). I had opened a fixed deposit 
a 
i 





















oo for growth. l accou t with ICICI Bank, and my 
Suriya, posted on BW website | name and other details were passed 
E on to their credit card division without 

ll it makes a lot of sense ii ee , my permission. 

companies to enter untapped areas | When a credit card arrived in the 
like the North-east and West Bengal.A mail, J refused to accept it and tried 
move to the hinterland can provide | desperately to cancel it . However, the 
both social services and new business | monthly statement ofaccount con 
propositions. aes to arrive. "Though I never tis 
Though many of the regiónal T charges. piled uy 
players are not nearly as big as | ds my ife: a nightmare. V 
we & advice: ifyot n a fixed depos 
— Or any other type of bank 
account — make sure that yo your . 
personal information will not be. 
divulged to anyone else, inclu- 
ding other departments wit in 
the bank itself! : 
K. Sundara Raman, via email 
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Quality Check-up 


Half a dozen Indian hospitals are rushing to get Joint Commission International (JCI) accreditation, the 
golden seal of quality — and a ticket to compete in the global health travel market. Egging them on is competi- 
tion from JCI-accredited players in neighbouring countries who are grabbin gagrowing share of the market. 





Changing Values | SPECIAL REPORT 


Reliance has kept changing its position on the valuation of 36 | E igh 


Infocomm shares depending on who is getting the stock. | Pro fi le 


Stockmarkets The Japanese investors are flocking 
to India. What does this mean for the bull run? 


Gangagen This is one outfit that is proving that it 
is possible to run a successful drug discovery firm in India. 


Bank Merger 


The merger of Bank of Punjab and || ^ Vivek Paul: “Indian managers live in a cocoon” 
Centurion Bank will tap their 


synergies in geographical reach 
and product portfolio. 


NAMAS BHOJANI 





Vivek Paul has been the face of Wipro — and Indian IT. 
His sudden resignation from the $1.87 billion IT major 
has raised several questions. Why, for starters, did he 


4 Rana Talwar: Will his new || resign? And what does Wipro now plan to do? 
gamble pay off? 
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HEMANT MISHRA 


IN DEPTH 


zs The Trade Gap Worry 


India's trade deficit in 2004-05 was $38.1 
billion — the widest ever gap in merchan- 
dise trade. And the trade gap at the end of 
this financial year will top the $50-billion 
mark. But analysts say it is good news! 


4 Y. V. Reddy: The deficit is manageable 
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preneurs a new fad? Orcantheirideas ©. d 
and efforts really change the world? | 


64 Bookmark Another Indian economist enters the 
globalisation debate, with mixed results. 
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Businessworld 


Watch the rupee! 


E have all got used to the idea of the 
ever-rising rupee. It might make sense to 
check that assumption for continuing 
validity. India's trade deficit is touching 
record highs as investments pour in and 
the economy picks up momentum. Rising oil prices, of 
course, are adding to the pressure. For the first time in many 
years, we could soon be looking at a current account deficit — 
which means the deficit in trading goods may not be covered 
adequately by the surplus in trading services. 


This could actually be good news — as deputy editor 
Niranjan Rajadhyaksha argues forcefully on page 26 — since 
it reflects the strength of the domestic economy. Moreover, he 
says, a fast-growing developing 
country like India should be 
importing capital rather than 
exporting it, as it currently does. 


Businessworld 
QUALITY CARE 


VV v | 


Business leaders, however, 
should look again at their 
projections and expectations 
because one of their key 
assumptions is now ready for a 
correction. For decision-makers 
in the government, this might 
be a good time to fix the policies 
that are preventing significant foreign investment taking 
place in infrastructure — an area that can do with a whole lot 
of new capital. 





Services, of course, continue to be as robust as ever. 
Healthcare, a sector that Businessworld has been vigorously 
tracking for a long time now, is seeing a fresh round of action. 
Principal correspondent Gina S. Krishnan, who wrote the v: 
original cover story on Health Travellers (22 December 2003), A 
takes it forward in this issue. Quite a few hospitals around the 
country are expecting recognition from the Joint Commission 
International, and this could be a very important milestone 

for the globalisation of the Indian healthcare industry. 





The abrupt departure of CEO Vivek Paul from Wipro has left 
some questions unanswered. We try to answer them, and see 
what lies ahead for Wipro. That’s on page 36. 
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TCG'S BASELL DEAL 


On or off? 


S Purnendu Chatterjee out of 

the 4.4-billion euro deal to buy 

out the petrochemical company 
Basell? The question arises since 
Basell's sale to Access Interna- 
tional, owned by Russian Len 
Blavatnik, has been cleared by the 
European Commission, and neither 
Chatterjee nor his investment vehi- 
cle TCG feature in the deal. 

Till Chatterjee buys out the 
West Bengal govemment's 36.8 
per cent stake, held through West 
Bengal Industrial Development Cor- 
poration, in Haldia Petrochemicals 
(HPL), he cannot leverage this 
holding to raise funds, as planned, 
to buy a stake in Basell. Chatterjee 
is a co-promoter of HPL. Sources 
say the West Bengal state govern- 
ment is ready to sell as soon as it 
gets the 
Rs 1,500 crore 
for its stake in 
HPL. Chatterjee 
is reportedly 
ready with the 
money and is 
awaiting ap- 
provals from the 
Reserve Bank of India and lenders 
to HPL who have been part of its 


HEMANT MISHRA 


. corporate debt recast. 


Senior HPL officials say that Ac- 


T. cess has said is that TCG is “cur- 


rently" not part of the consortium 
buying Basell. Chatterjee is betting 
on a down-syndication of the equity 
stake that Access would hold. 
Which means HPL can come on 
board once Chatterjee gains con- 
trol of the company and, thereafter, 
invests in Basell. "As long as we are 
shareholders, we won't allow HPL 
to invest outside the state. Once 
we are out, it is up to HPL’s board 
to decide where they want to in- 
vest," says West Bengal principal 
secretary Sabyasachi Sen. E 
PALLAVI ROY 





For the full story 





O common share- 
holders really have 
a say in how corpo- 


rations value their unlisted 
subsidiary companies? No, 
say corporate governance 
experts. 

Just months before the 
two Ambani brothers set- 
tled their dispute over own- 
ership of assets and choose 
the companies they would 
run, the conglomerate's 
telecom venture Reliance 
Infocomm was valued at 
$13.4 billion by Merrill 
Lynch. Two weeks ago, 
when Reliance Industries 
converted its preference shares issued 
by Reliance Infocomm at Rs 32, it val- 
ued India's No.2 private telecom com- 
pany at $5.5 billon. 

Now, it can be argued that Merill 
Lynchs valuation was based on a lot of 
assumptions and without key informa- 
tion as Reliance Infocomm is not listed. 
On the other hand, Reliance' valuation 
of Infocomm was done by specialists 
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RELIANCE INFOCOMM 


Mts 
exo s 


Reliance t 






IndiaMobile 


and ratified by the board that included 
independent directors. 

The twist in the case is because ear- 
lier Mukesh Ambani had allotted 
Reliance Infocomm shares to himself 
and his family at Re 1 per share while he 
allotted shares to Reliance Industries at 
Rs 250 per share. In other words, 
Reliance Industries shareholders paid 
Rs 250 per share. Some months later, 





HERE'S a new connection be- 
tween the land of sushi, sumos 
and kimonos and the land of 
snake-charmers and sadhus — and it's 
got nothing to do with their exotic orien- 
tal mystique. Japanese investor interest 
in Indian markets, that was as audible as 
elevator jazz late last year, is now among 
the top of the Sensex pop charts. As we 
went to press, an Indian business news 
channel spent an entire half hour of a 
morning show "educating" Indian in- 
vestors on Japanese stock market lingo! 
Japanese inflows on Dalal Street 
have already exceeded over $1.5 billion 
in the first six months of 2005. Some say 
this is just the beginning — there's an- 
other $3.5 billion worth of investment to 
come this year. Enam Securities director 
Manish Chokhani says: “The Japanese 
money coming into India is being raised 
by professional fund managers like JP 
Morgan and Fidelity. What we are seeing 
now is just the beginning. There's obvi- 
ously more to come.” Another fund 
manager says that Japanese investors, 
both retail and institutional, are trying 
to do more research on India. For long- 
term Japanese investors, disillusioned 


by the returns from the Chinese equities 
market and the persistent Chinese an- 
tipathy towards Japan, India seems the 
next best alternative. 

Though the Securities and Exchange 
Board of India’s (Sebi) website shows 
only two fresh Japanese FII registrations 
between March 2005 and June 2005, 
namely Japan Trustee Services Bank 
and Nikko Global Management, Sebi of- 


THE STOCKMARKETS 


Yen for yen 





who? 


Mukesh wanted to allot himself sweat 
equity in the venture at Re 1 but can- 
celled his allotment when Anil raised 
hell. Anil's camp then cited Merrill 
Lynch valuation saying that Mukesh 
should either pay as much as Reliance 
shareholders did or Reliance Industries 
too should be allowed to convert its 
preference shares at par. 

Shareholders of Reliance Industries 
hold Infocomm shares at prices ranging 
from Re 1 to Rs 250, whereas the 
Ambani family and associates have got 
the same shares at Re 1. A company law 
expert says: "There is nothing that 
shareholders can do about such trans- 
actions and it is entirely up to a compa- 
nys management to explain to share- 
holders. In this case, there is no way 
Reliance Industries shareholders can 
find out how the company arrived at 
the different valuations." a 

T. SURENDAR 





ficials say Japanese interest levels are in- 
deed on the rise. Only that most are us- 


ing existing registered entities to invest, | 


for now. 

Incidentally, the entry of the Japan- 
ese in a bull phase of any market, is con- 
sidered to be a sign that the market has 


peaked out! A recent report published | 


by a foreign brokerage also states that 
Japanese investment is always a con- 
trarian indicator. It notes that foreign in- 
vestment in the market is already far too 
high. Foreigners' stake in the Sensex has 
grown 40 per cent in the past 12 months 
and they already own a staggering 74 
per cent of free float in the market. So a 
Japanese entry is being perceived by 
some as an exit sign. 

However, Chokhani dismisses this 
run at the sight of the Japs' notion. "Just 
because the Japanese splurged in the 
late 1980s, when their Nikkei Index was 
high (2000+ levels), doesn't make them 
bad investors. They have gone through 
their fair share of pains and gains," he 
says. Which may have made them wiser 
— at least their Indian peers will cer- 
tainly be hoping so. Gd 

GARGI BANERJEE 














AVIATION 


Air Sahara heads OneWorld way 


IR Sahara is a step closer to 
joining the global aviation al- 


A liance of the ‘OneWorld’ net- 


work of airlines after inking a compre- 





hensive marketing agreement with | 
British Airways (BA) earlier this week. — 
OneWorld member airlines — Aer | 
Lingus, American Airlines, British Air- | 


ways, Cathay Pacific, Finnair, Iberia, 


LanChile, Qantas, among others — | 


serve some 600 destinations in 
135 countries worldwide with 
more than 8,000 flights a day. 
The agreement between Air 
Sahara and BA will entail code 
sharing, joint pricing on specific 
markets, access to each 
other's lounges and redemp- 
tion of frequent flier miles. In 
other words, if you wish to fly, 
say, from Bangalore to Dublin, 
you could buy an Air Sahara 
ticket, check in your luggage at 
Bangalore straight for Dublin 
and get boarding passes for all 
the way through, explains Air 
Sahara president Rono Dutta. 
Joint pricing will work to the ad- 
vantage of passengers, as fares 
offered together will be lower. 
Passengers will also be able 
to redeem miles earned on Air 
Sahara’s Cosmos (frequent flier 
programme) on BA flights and 
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vice versa. The two will offer access 
to each other’s lounges, too. 

Air Sahara is expected to start a 
daily flight to UK this winter. And the 
agreement with BA fits in nicely with 
the plan. Aviation industry sources 
felt that Sahara can leverage BA's 
| network to capture traffic from Lon- 
| don onto onward destinations. Li 
ANJULI BHARGAVA 


Hyderabad hub in trouble 

VEN as Air Sahara enters into global al- 

liances, serious issues afflict its domes- 
tic infrastructure. The carrier's Hyderabad 
hub has been having problems, with flights 
between Hyderabad and Chennai held up 
till June 30 due to severe pilot shortages. 
Even between Chennai and Bangalore, the 
airline is offering only one flight in the 
morning. Air Sahara has lost almost 20 pi- 
lots to Air-India Express and SpiceJet over 
the last few months. 

The airline is beginning to put things in 
order. After restoring the Hyderabad-Chen- 
nai service on 1 July, it is slated to start its 
Kolkata-Hyderabad-Chennai service on 
10 July, and Hyderabad-Vizag service by 
16 July, informed Dutta. To support the 
plan, Air Sahara has gone on an overdrive to 
hire foreign pilots. It has already hired six 
and is looking to hire 10 more. ‘a 


BLASTS ROCK LONDON 
Londoners huddle under 
a security blanket on 7 
July, when there was a 
series of seven blasts in 
London's Underground 
and bus system. At the 
time of going to press, 
more than 12 people 
were feared dead and 
several injured. The 
blasts were allegedly 
masterminded by terror- 
ists to disrupt the G-8 
summit in Scotland. 
World stockmarkets fell 
as the news broke. E 


. barin Mumbai. It was a radi- 


... Vilas Manglani, said the 


YEAR-and-a-half 
ago, Salil Chatur- 
vedi opened Pro- 
vogues lounge 


cal concept. His shop sold 
garments by the day and 
changed skin into a swanky 
bar at night. The concept 
clicked and rescued his 
brother Nikhil and him from 
the brink of disaster. 

Now, it is threatening to 
ruin their reputations. Last 
week, a former employee, 





lounge was a conduit to sell 


— cocaine to celebrities. A fort- 


night ago, Manglani had been arrested for or- 


.; dering cocaine from a dealer. The chain of 


events following Manglani's arrest (he has 
named Chaturvedi as an accomplice) has put 


~~» Provogues expansion plans in limbo. 


Apart from a lounge bar in Chennai, 
Provogue wanted to add 40 shops this year in 
a bid to push up its retail sales by 50 per cent 
to Rs 90 crore. A company executive says that 


Joint 
trouble 





till the time Chaturvedi can 
clear his name, these plans 
may go on the back burner. 

The Chaturvedi brothers 
started Provogue when their 
garment factory was gutted 
in a fire in 1997, risking all 
that they had to create a 
fashion brand. It was a huge 
success, with sales climbing 
to Rs 30 crore in two years. 
Then Nikhil made the mis- 
take of expanding into wo- 
men’s wear and leather ac- 
cessories. Both of these 
flopped ^ and disaster 
loomed. Thats when the 
lounge bar happened. 

Actor Fardeen Khan (also named in the 
cocaine scandal) was roped in as brand am- 
bassador. The idea drew investors like Ben- 
nett, Coleman, which bought 5 per cent of the 
company. From a near loss in 2002, analysts 
expect the firm to post sales of Rs 100 crore 
and profit of over Rs 5 crore this year. Can the 
brothers smoke out their trouble this time? lll 
T. SURENDAR 
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LAL KRISHNA ADVANI 


Hey Ram! 


ar HE wheel has come full circle for BJP 
ES president L.K. Advani. He tried to dis- 


mount the Hindutva tiger with a radi- 


«7 calviewofJinnah's politics. Now, he has 


been forced back on the tiger. Reluctantly. 


\/ Recent developments — the shootout at Ay- 
__, odhya and the reopening of the Babri Masjid 


cs 
\ 


^ 
X7 


demolition case against him — have left Ad- 
vani few options. 

However hard Advani may try to distance 
himself from the VHP's mad charge on the 
Ayodhya issue, the mandiris very much back 
on the RSS agenda. And Advani's hopes of 


œ ending his term as BJP president honourably 
will depend on how well he toes the RSS line. 


The fact that he did not rush to Ayodhya 
immediately after the shootout underlines 


/ his dilemma. A full-throated campaign on 
; the mandirissue will destroy his recent ef- 


forts to moderate his image. On the other 


. ; hand, ifhe fumbles now, it will raise serious 
' questions about his suitability as BJP chief. 


But his dilemma isn't evoking much sym- 


L. pathy in the party. Leaders like Pramod Ma- 


hajan, Arun Jaitley and Sushma Swaraj re- 





alise that to be back in the reckoning, the 
party needs to put last year's electoral defeat 
behind it, set its house in order and play the 
role of an aggressive opposition. The terrorist 
strike at Ayodhya gives the BJP and the RSS a 
godsent opportunity to reunite the warring 
factions ofthe parivar. With the second rung 
leaders eager to get the party back into RSS's 
good books, Advani's moment of truth may 
have come. He will either have to lead from 
the front or accept gradual marginalisation. 
Meanwhile, the growing confidence of 
the RSS that it is gaining the upper hand in 
the power tussle with the BJP is reflected in 
the fact that at the Surat meet the top brass 
did not issue a statement on Advani's future. 
A clear hint on what's in store for Advani. Wi 
ARATI R. JERATH 
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ELECTROLUX 


Sold to 
Videocon 


B Electrolux (ABE) 
A of Sweden has 

sold off its 91.85 
per cent stake in Elec- 
trolux Kelvinator (EKL) to 
Videocon Industries for 
Rs 500 crore, according 
to company sources. In 
turn, ABE will buy about 5 
per cent of Videocon for 
Rs 415 crore. The Kelv- 
inator brand will be licen- 
sed to Videocon for an 
unlimited period, and the 
Electrolux brand for five 
years. ABE will also buy 
Rs 5,000 crore of com- 
ponents and goods from 
Videocon every year. 

Sources said the 
Kelvinator line would be 
launched through the 
distribution network of 
Sansui (another brand 
Videocon has licensed in) 
next week under Anil 
Khera, COO, Sansui In- 
dia. At present, Sansui 
does not have white 
&oods in its fold. The re- 
frigerators will be sour- 
ced from Kelvinator units 
that will be taken over by 
Videocon. Allwyn, an EKL 
brand, will now be owned 
by Videocon. 

Over the last year or 
so, ABE has been re- 
structuring its appliances 
business, even selling off 
parts that have not been 
making enough money. 
The India strategy is part 
of that. The company has 
also decided to spin off 
its profitmaking outdoor 
business into a separate 
unit by mid-2006. x 
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GANGAGEN 


Reality retold 


Two patents and imminent funding is taking the 
company into the penultimate round of its race 


ONVENTIONAL wisdom 


build product companies 
in India. This is especially 
true of biotechnology, 
where the gestation periods are long 
and investments high. It is no wonder 
that pure drug discovery companies 
have not come up in India. Who will give 
a start-up a hundred million dollars, 
even in stages, and then wait for 10 years 
for the fruits to fall? Once again, this is 
conventional wisdom drawn from the 
US experience and then translated to 
India. Are there other ways of building a 
drug discovery company in India? 

Four years into existence, Gangagen 
Biotechnologies is an unusual company 
even by Western standards. In the year 





2001, it started trying a game many | 


Western companies have given up; us- 
ing phages (viruses that attack bacteria) 


as drugs to treat infection. The idea was | 


okay in terms of science, but it did not 


says that it is difficult to | 








seem like a good business proposition. 
It may not have been easy for such a 
company in the US to raise money. But 
Gangagen did it in India, and easily too. 


ICF Ventures invested $2 million in the | 
company, but after persuading it to reg- | 


ister in the US. End of Round One. 
The next job was to build some intel- 
lectual property. Gangagen did that too. 


It filed for a patent in the US within a | 
year; this patent solved a problem that | 
stood in the way of using phages for | 
| million to work comfortably. The fund- 
multiply exponentially, and then come | 
out scattering bacterial toxins. Through | 


treatment. Phages get inside bacteria, 


a piece of genetic engineering, Ganga- 


gen made the phages remain inside the | 


bacterium after killing it (See ‘The Virus 
That Heals’, BW, 17 November 2003), 
thereby not letting the toxins out. 

It then filed for another patent 
which worked out a method of using the 


dead bacteria (killed by the phage)asa | tional wisdomon its head? 


vaccine. Three more patent applica- 
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Gangagen founder : 
Turning popular wisdom on its head 


tions followed, each onea commercially 
relevant innovation. The most recent 
one tries to use the tail of the phage, in- 
stead of the whole phage, to kill the bac- 
teria. This is because it found recently 
that the tail is enough to recognise the 
bacterium and kill it. The head is purely 
an instrument of self-propagation for 
the phage, a fact that need not bother 
drug researchers. End of Round Two. 

A few weeks ago, the US Patent Of- 
fice issued the first patent. It issued the 
second one this week. Two patents may 
not mean much in other areas, but 
phage therapy is an area where it is diffi- 
cult to get patents. A phage is a naturally 
occurring organism, and by itself can- 
not be patented. This is the reason why 
many companies turned away from 
phage therapy. This is also the reason 
why it is difficult to raise funds for a 
phage therapy company. 

Gangagen raised another $2 million 
from angel investors in May 2003. It 
formed another company in Canada, 
Gangagen Life Sciences, to use phages 
for non-medical applications. This 
company tried to treat — using phages 
— naturally-infected cattle just before 
slaughter, and found that it eliminated 
Escherichia coli from beef (this infec- 
tion is a major problem in the West). 
Gangagen Life Sciences formed a joint 


| venture with the French firm Lallemand 


to take the product through field trials to 
the market, hopefully by the end of next 
year. End of Round Three. 

Gangagen Biotechnologies now 
needs money to take the product 


| through human clinical trials. ICF itself 


is now leading a set of investors who will 
put in $2 million, and the Hyderabad- 
based APIDC-VCL will also chip in with 
some funding. The company needs $5 


ingis expected to be through in a month 
or two. Gangagen will then begin the 
penultimate round, of making quality 
material for the clinical trials, and then 
the trial itself. It hopes to break even by 
the year 2009. It would have taken eight 


| years and $9 million of funding to reach 


this stage. By Western standards, this is a 
paltry sum. Should we turn conven- 
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-Company 
Jabil Circuit 


Location 


| Pimpri Pune 


Bangalore 
| Bangalore 


| *Announced plans 


r NDIA seems to be emerging as the 
new battleground for the elec- 
. tronic manufacturing services 
e. (EMS) industry. Already, Flextron- 
à ics, the largest EMS provider in India, 
has announced plans to set up its sec- 
/ ond manufacturing facility here. Mean- 
while, Hon Hai Precision Industry, one 
of Taiwan's leading EMS providers, has 
* purchased a plant from Hewlett- 
Packard in India and will take over 

/ equipment and employees of the plant. 
© Flextronics is currently doing due 
^. diligence for the shortlisted locations 


. Swift hits 
MUL cars too 


HE Suzuki Swift being made 
by Maruti Udyog in India has 
rocked the already competi- 
T tive small car market. With its 
me off looks and attractive price, it has 
found takers from all classes of car buy- 
ers — first time buyers to middle in- 
come families buying their second car 
to the upper rich buying their nth car. 
And it is not pulling the numbers just 
from products of other companies, but 
also from those of Maruti itself. 
According to à senior official at the 
country's largest car retail finance 
bank, one-third of the 25,000-odd 
bookings of the Swift, or about 8,000 
cars, so far have come at the cost of 
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Services 
Printed circuit boards, enclosure inte- - 
gration, distribution and repair services 
with in-region design services support 
Design services for cell phone and 
Pm ens canned 


Mobile handsets 


"ins. 


for the new facility — Bangalore, 
Pondicherry and Chennai. Both Flex- 
tronics and Hon Hai make products in 
categories like consumer electronics, 
telecom, components, and are likely to 
focus on telecom in the new facilities. 
According to reports, EMS revenue 
of countries that are classified in the rest 
of the world (ROW) category will grow 
6.5 per cent over the next five years, 
while India’s will grow at 11.1 per cent. 


|! Indiasrevenueisexpected to reach $496 


million in 2007 from $293 in 2004. ee] 
NANDINI VAISH 


cars from Maruti's own stable — the Zen 
and the WagonR. Consequently, the 
cash discounts on the two cars have in- 
creased. During May and June, Maruti 
has dispatched only about 8,606 cars 


and is targeting production of about | 


5,000 units a month. Given this, cus- 
tomers are likely to wait 3-4 months for 
their Swift if the bookings stay as strong. 

Of the total bookings, 40-45 per cent, 
or about 10,000, have come from vari- 
ous classes of cars like the lower-priced 
models of the Hyundai Accent, Ford Fu- 
sion, Maruti Esteem, Opel Corsa Sail, 
Tata Indigo (petrol) and Ford Ikon. In | 
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fact, it is rumoured that Fusions prices 
too are likely to come down very soon. 
In the B segment, the prices of some 
competing cars have been brought 
down. Santro Xing’s price is down by 
about Rs 18,000 topped with free insur- 
ance worth Rs 12,000-Rs 14,000 and a 
cash discount of Rs 5,000. The company 
has also launched a stripped down ver- 
sion of its Santro, the XK non-AC, at 
Rs 3.02 lakh on road in Delhi. Even the 
Getz, whose comparisons with the 
Swing were strongly disapproved by 
Hyundai, is now being sold with free in- 
surance worth Rs 16,000 along with a 
cash discount of Rs 12,000 bringing its 
base model's on-road price in Delhi to 
Rs 4.6 lakh. Apart from Hyundai, 
General Motors is also offering 
freebies by way of insurance 
worth Rs 21,000 on the Corsa 
and the Corsa Sail, a two-year 
warranty and three years of ser- 
| AARTI KOTHARI 





HE sale of the plant and assets 

of the defunct Daewoo Motors 

India (DMIL) is entering its fi- 

nal stages. A final written 
agreement for sharing the sale proceeds 
of DMIL assets is likely to be announced 
within a fortnight. 

The formula approved by the Cabi- 
net Committee on Economic Affairs 
(CCEA) under the Union Ministry of Fi- 
nance on 30 June has earmarked 45 per 
cent of the proceeds for the settlement 
of Customs claims and the rest for first 
charge holders. To further help investor 
confidence, the CCEA has also agreed to 
approve the sale of Daewoo assets with- 
out insisting on the right to confiscate 
after sale. 

Customs authorities have a claim of 
over Rs 1,200 crore towards pending 
customs dues. They fear that the sale 
proceeds may not even cover the princi- 
pal. Penalty and interest dues have al- 
ready been written off. 


The first charge holders, primarily | 
Asset Reconstruction Company (India) | 
(Arcil), bought over the debt of ICICI | 


Bank and EXIM Bank, the largest se- 


cured lenders with combined dues of | 


Rs 1,000 crore. 

The CCEA order was the big break 
potential buyers like General Motors In- 
dia (GM) had been waiting for to bid for 
DMILs assets. GM India managing di- 
rector Rajeev Chaba says: “Earlier en- 
cumbrances on (DMILS) assets were 
not getting resolved, but now a solution 


is close. If all goes well, by the end of the | 


year, the bidding will be over and, in 14 
months after that, a minicar under the 
Chevy brand should be on the road.” 
The company was supposed to launch 
the Spark, a renamed Matiz, last year. 
The D can pro- 


Battleground 
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Solution in sight 


duce 80,000-1,20,000 small cars. Since it 
has been shut for about three years now, 
the additional investment that GM will 
have to make — on redoing or replacing 
the paint shop and revamping the waste 
disposal system among other things — 
to get it going will equal the cost of ac- 
quisition of the car assembly assets. 

Once an MoU is signed between Ar- 
cil and the Customs department, the 
process of bidding will begin under the 
aegis of the receiver appointed by the 
Debt Recovery Tribunal (DRT). DRT 
proposes to invite bids in four lots — Lot 
I for assets of the car manufacturing di- 
vision; Lot II for the engine and trans- 
mission division; Lot III for a combina- 
tion of Lot I and Lot II; and Lot IV for the 
residual current assets. 

Interested parties from all over the 











world will be able to participate in the 
bidding. According to Arcil managing 
director and CEO Rajendra Kakker: 
"Apart from General Motors, Tata Mo- 
tors, Hyundai and few other auto manu- 
facturers from China and Russia have 
also evinced interest in the Daewoo In- 
dia assets." In 2003, Delhi-based com- 
ponent major Rico Auto, too, had shown 
interest in the aluminium die casting 
and power plants. 

While the said formula is in itself a 
breakthrough, there are other issues like 
the fate of unsecured lenders, plant 
maintenance expenses to be paid to 
Punj Lloyd, and pending dues of over 
500 workers, that still need to be worked 
out. The next question: Who will take 
over these liabilities? 

AARTI KOTHARI 
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E launched the sports car 
Puma in Germany, the com- 
mercial vehicle Transit in 
Turkey and the Mazda2 in 
Spain. He has been on the fringes of sev- 
eral other Ford launches in the US and 
Europe. But now Indian born American 
is gearing up to 
pilot his first launch in India. 

Come August, he will take over from 
David Friedman as president and man- 
aging director of Ford India. And his first 
. assignment is to launch Ford's new pre- 
mium car here. After the Ikon, this is the 














New honcho 
to roll out 


new car 


second car that Ford Motor Company 


has built specifically for India and is ex- | 


pected to launch it later this year. 


Not much is known about the car | 


and Mathew isn't revealing much either. 
Except that the new model will target 


"significant" volumes in the premium | 


segment, will come with the latest 
styling and technology and will be posi- 


tioned “uniquely” so that it does not | 


compete with other Ford India products. 


The Ikon has been Ford India's only | 


big success. Mathew must be hoping 
that the new car will be the blockbuster 





Ford needs in India. Almost 10 years af- 
ter it entered India, it is yet to ramp-up 
to full capacity. Its plant at Maraimalai- 
nagar near Chennai can make up to 
100,000 cars a year on three shifts, but 
makes just 50,000 cars a year in two 
shifts. “Ford has already put in all the 
building blocks needed for India; my 
objective is to use all of this to grow the 

business substantially,” Mathew says. 
The sooner that happens, the soo- 
ner Ford India can wipe out its accumu- 
lated losses, estimated to be more than 
Rs 500 crore. As his predecessor Fried- 
man explains: “The key to profits is in 
ensuring that existing assets are fully 
utilised.” It is now Mathew’s job to en- 
sure that the new car takes production 
volumes to the next level. “Ford Motor 
Company is looking to the Asia Pacific 
region and India for its future growth," 
he adds. Friedman is not going to be too 
far away. He is moving on to a senior ex- 
ecutive position and will continue to re- 
main in the Asia-Pacific region. e 
M. ANAND 
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PETROLEUM MARKETING COMPANIES 


Looking for a bailout 


HE increase in the prices of petrol and diesel is 
T unlikely to break the slide of the Indian state- 

owned petroleum marketing companies into 
losses in the first quarter of 2005-06. The three mar- 
keters — Indian Oil, Bharat Petroleum and Hindustan 
Petroleum — were not allowed to charge more for 
seven months from November 2004 although global 
petroleum prices had risen steeply during that time. 
Worse, the recent price hike of petrol by Rs 2.50 per 
litre left a gap of Rs 2.46 per litre to what it costs the 
marketers. The corresponding numbers for diesel are 
Rs 2 and Rs 4.63. The prices of liquefied petroleum 
gas (LPG) and kerosene were not increased. 

For the last two years, the state-owned upstream oil 
companies — ONGC, Gail and OIL — have been sharing 
a third of the subsidy burden on kerosene and LPG. 
Now, the marketers are demanding that the upstream 
companies bear a higher subsidy burden. The govern- 
ment is also likely to ask private oil companies, like 
state-owned ones, to bear part of the burden. 

These steps may keep the political equations in or- 
der for this quarter, but in the long run they could do in a 
sector that has always provided the government with 
huge tax revenues without any Budgetary support. E 


ANUP JAYARAM 


ADAMALAIKUNDU in Tamil 
Nadus Theni district has 
been chosen for a pilot pro- 
ject to bring healthcare to the 
doorsteps of villagers. Philips India, 
Apollo Hospitals, the Indian Space Re- 
search Organisation (ISRO) and NGO 
DHAN Foundation have provided a 

there under 
whit hey call Project Disha. 

Philips has equipped it with the lat- 
est diagnostic machines for X-Ray, ul- 
trasound and blood tests, as well as a 
defibrillator. ISRO has linked it to 
Apollo's telemedicine centre in Madurai 
through satellite. The van is manned by 
a female gynaecologist and a male gen- 
eral practitioner. For second opinions, 
doctors in Apollo’s Madurai centre will 
be available through a video-confer- 
encing facility. They will also be able to 
see X-ray plates and electrocardio- 
grams (ECGs) over the link. 

DHAN has taken up the job of mo- 
bilising the local community to visit the 
van and shortlist those that need med- 








The right direction 





| ical attention. "Health plays a critical 


role in removing people from poverty,” 
says M.P Vasimalai, executive director, 


| DHAN Foundation. The target group is 


landless labourers who work for daily 

wages who often spend all their earn- 

ings to travel for and get healthcare. 
This project is ISROs first foray into 
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general purpose medicine. 
The van, now at Kadama- 

laikundu, will visit nearby 

villages at fixed times. 

This experiment, to 
succeed, will have to be 
self-sustaining. 

Philips India vice- 
chairman and managing 
director K. Ramachandran 
says: “We have to charge 
the price that the market 
can bear.” The village has a 
kind of medical insurance through mi- 
crofinance initiatives. This covers 
roughly 3,000 villagers. Others will pay 
out oftheir pockets. Apollos managing 
director Preetha Reddy has committed 
to treat patients at a discount at the 
Apollo hospitals. 

GAURI KAMATH 





AST month, all major steel 
companies cut prices the first 
time in a year. The country’s 
largest steel company, Steel 


/ Authority of India (SAIL), announced 


—, price cuts of Rs 500-2,000 per tonne. 


Other companies like Tata Steel, Ispat 


7 Industries and Essar Steel have all cut 


prices by 5-7 per cent. Prices of hot - 


^ rolled coils (the benchmark product in 


steel prices) is currently down to Rs 
23,000 per tonne. 

That's not all. News of falling steel 
prices and profit warnings is slowly and 


/ surely trickling in from around the 
, World. Most markets worldwide are see- 


ing an inventory build-up. The Interna- 


. 7 tional Iron & Steel Institute reported 


s 


that the production for May 2005 was 


- 95.4 million metric tonnes, 10.3 per cent 


higher than for the same month of 2004. 
But the demand has not kept pace with 


' supply. With demand in Europe soften- 


ing, companies like Arcelor and 


. ThyssenKrupp have had to cut back 


production. 
For now, analysts, who feel that the 


; fears ofa complete downturn are exag- 


gerated, don't foresee a major tailspin in 


./ prices. Says Ashutosh Satsanghi, analyst 
, at CrisInfac: “We still maintain that steel 


STEEL 
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The benchmark prices used in formulating the CRUspi Global index are the US 
Midwest price, the German domestic price and the Far East import price. 
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prices will hold steady at about 
Rs 27,000-28,000 per tonne. Such cor- 
rections are part of the cycle." Steel 
prices had recently touched record 
highs and the industry had felt that a 
correction was long overdue. Tata Steel 
managing director B. Muthuraman has 
often stated that such high prices were 
not sustainable and a price decline was 
inevitable once inventories built up. 
Meanwhile, all eyes are on China to 
see how it plans its proposed cuts in 
production of steel and whether it is se- 
rious about being a net exporter or will 











just be content with self- 
sufficiency. The Middle 
Kingdom continued to 
be the largest steel-pro- 
ducing country with 29 
mmt. India has the 
added advantage of a 
steady growth in de- 
mand of 8 per cent, 
which is keeping the 
overall outlook for steel 
positive here. In the 
long-term, however, the entry of Posco 
and Mittal Holdings, may have an im- 
pact on the demand and supply equa- 
tion in the domestic market. 

However, what looks certain is that 
operating margins will reduce in 2005- 
06, after a record year of profits last year 
on the back of rising prices. For in- 
stance, SAIL posted a year-on-year 171 
per cent jump in net profit to Rs 6,817 
crore in 2004-05 compared to Rs 2,512 
crore in the previous fiscal. The graph 
looks set to dip subsequently. a 
RADHIKA DHAWAN 
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FTER a staid first year in office, 

the Union information and 

broadcasting minister S. Jaipal 
Reddy suddenly seems full of action. 

First came the announcement al- 

lowing two more private DTH opera- 
tors, then the permission for FIIs to in- 
vest in print companies, allowing 
facsimile editions of foreign newspa- 
pers (with many restrictions) and in- 
creasing the amount of syndicated con- 
tent in Indian papers. 


Jaipal Reddy: Action 
time, finally 


A few days back ra- 
dio was freed of its li- 
cence fee problem, 
and now it looks like 
the smoking ban in 
films might go away. 

Reddy certainly 
seems to be moving in 
the right direction. 
Freeing private FM ra- 
dio of many of its 
shackles alone will bring in an esti- 
mated Rs 1,000 crore-1,500 crore in 
capital, push down costs and increase 
the variety of content. Just doing away 
with licence fees and bringing in a 4 per 
cent revenue share alone will push op- 
erating costs down by 50 per cent. That 
means radio operators have more 
money to invest in different genres — 
like drama, classical music, and so on. 
The plan to take private FM to a total of 
90 cities with 330 fresh licences hardly 


HEMANT MISHRA 
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touches the tip ofthe potential in the 
country, but it's better than 21 stations 
and 14 cities that we have today. India 
with its hetrogeneity, say estimates, can 
easily accommodate 3,000 FM stations 
— the far more homogeneous US mar- 
ket has over 14,000 radio stations. 

All of this will mean a more prof- 
itable topline. Because costs were high, 
the rising share of radio advertising has 
gone more or less unnoticed. Radio ad- 
vertising has grown from about Rs 90 
crore in 2000 to Rs 175 crore in 2004. As 
costs go down and the number of sta- 
tions increase, radio advertising rev- 
enues will go up further, making the 
medium profitable, finally. 

While Reddy deserves an applause 
just for that, the industry will look for- 
ward to his allowing news and current 
affairs broadcasts and multiple owner- 
ship of stations in single cities. 

Maybe, radio operators should push 
for these right away — while the going 
is good. E 

VANITA KOHLI-KHANDEKAR 
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HE rains arrived in Mumbai 
on 19 June. So did Rana Tal- 
war. The dapper 57-year- 
old banker and chairman of 
Centurion Bank flew in 
from London that wet Sunday. In the 
evening, he attended what seemed to be 


, an informal gathering at investment 


banker Ashok Wadhwa's spacious flat in 
south Mumbai. Also present were Dar- 


a shanjit Singh and Tejbir Singh, promot- 


ers of the Bank of Punjab (BoP). 

It was actually a matchmaking ses- 
sion. Ten days later, the marriage was 
made public. Centurion Bank and the 
Bank of Punjab had agreed to merge. 
The new bank would be called Centu- 
rion Bank of Punjab, and Talwar would 
be its chairman. 

Although the merger does not create 


.. alarge bank by itself, the deal is a path- 


breaking one. It is the first major bank 
merger since the Union Ministry of Fi- 
nance and the Reserve Bank of India 
(RBI) started goading the country's 
banking sector to consolidate before 
2009, when foreign banks will get a free 
hand to grow and acquire in India on an 
equal footing with banks incorporated 
in the country. While the initial expecta- 
. tion was that consolidation would be 
driven by megamergers between the 
public sector giants, it now seems more 
likely that the small private sector banks 
will come together first. And the merger 
of Centurion Bank and the Bank of Pun- 
jab has shown the way. 

Talwar knows a thing or two about 
acquisitions. As the global CEO of Stan- 
dard Chartered Bank between 1998 and 
2001, he had spent $2.96 billion to buy 
banks in India, Hong Kong, Indonesia 
; and Lebanon. He had used acquisitions 
to help grow Standard Chartered's bal- 
ance sheet in double-quick time. His 
biggest deal — a $1.34-billion acquisi- 
tion ofthe Asian businessof ANZ Grind- 
. lays in April 2000 — had helped Stan- 
dard Chartered leapfrog over the 
competition and emerge as the biggest 
foreign bank in India. 

However, Talwar quit after about 
three years as the head of the global 
bank because of a rumoured fallout be- 
tween him and the bank chairman 
Patrick Gillam. 

After leaving Standard Chartered, 


The dealmaker: Talwar has believed 
in growth through acquisitions 


hana Talwar’s | 
new gamble 


Obvious complementarities and synergies 
mark the coming together of the two banks 
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Talwar floated his own investment com- 
_ pany, Sabre Capital, and one of its first 
< acquisitions was the then ailing Centu- 
ion Bank in January 2004. The bank was 
Yorrhaging and its capital had al- 
‘most been wiped out. Talwar and his 
team managed to turned the bank 
around in about a year and a half. 


Des Round one was over. Round two would 















‘obviously have been a growth strategy. 


- And, given Talwars record, it is not sur- 
prising that he decided to grow with the 
helpofmergers. - 

Wadhwa'si investment bank, Ambit 
'inance, had been in on the deal to take 
C enturion Bank. Itwasalsoan 
cret that Rana Talwar was trying 
increase the nationwide reach of 











5 vth. It was rumoured that Centurion 
— hadbeen considering the possibility of a 
merger with the likes of Karnataka Bank, 
Bank of Rajasthan, Lord Krishna Bank 
and Federal Bank. 

Qn the other hand, banking circles 
were abuzz with the news that Bank of 
Punjab had been scouting for investors 
to bolster its balance sheet. (Its capital- 
adequacy ratio is currently a modest 

9.23 per cent, just above the regulatory 


"^. because of bad loans and the Reserve 

~ Bank of India was breathing down its 

neck. It took Ambit Finance to point out 

to its two clients that a merger between 

` them would be a near-perfect solution 
to the problem. 

However, Talwar had to be con- 

vinced. It took a video conference in the 

a third week of June, between Talwar in 

. London and Bank of Punjab officials in 

. Mumbai, to finally win him over the 







“bit Firanegs 1 men in 
New Delhi, was in Mumbai for a day. 
‘When he was told about the video con- 
„ference, he had to rush out to buy him- 

~ Self a formal shirt for the conference 


Sakhuja, o one le of A 5 


with Talwar. 

. Butthat was just the beginning. Says 
Sakhuja: "The merger proposition was 
. first suggested to both bank officials by 
<. us on 8 June 2005. However, it took nu- 
-> ‘merous meetings between officials of 

` the two banks to come to the final con- 
clusion. There would be meetings be- 





Centurion Bank through inorganic 


minimum.) Its profits had taken a hit 


a. The raina for me conference | 
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tween the two banks which would have 
15-50 persons, and they would try and 
understand the logistics of the merger. 
However given the huge synergies be- 
tween both the banks in terms of geo- 


graphical presence and product portfo- | 


lios, it was fairly easy to make things fall 


in place." 


The synergies arising out of the 


merger are remarkable, especially on | 


two counts — geographical spread and 
the product portfolio. The two banks are 


present in different parts of the country | 
— Bank of Punjab in north India and | 


Centurion Bank is strong in the south- 


ern and western parts of the country. 


Also, BoP is strong in the rural areas and 
has a decent agricultural portfolio. It 
also works out to be a good match for 
Centurion, which had a limited revenue 
stream consisting of retail, two-wheeler 


and personal loans. The merger will give 





617 branches and ATM counters, 2.2 — 
million customers and total assets of 
Rs 9,383 crore. It will have a capital ade- _ 
quacy ratio (CAR) of 16.1 percentanda 
net interest margin of 4.8 per cent. E 

Centurion Bank had witnessed a . 


| turnaround in the last fiscal, registering . 
| a 123.88 per cent rise in net profit t 
| Rs 25.11 crore against a loss of Rs 105. E : 
| crore in the previous year. Advances. 
| rose impressively by 69.23 per cent to 
| 

| 





about Rs 2,634 crore. The bank also re- 
duced its non-performing assets (NPAs) = 
by 180 basis points to 2.5 per cent, I 

Bank of Punjab posted a net loss Rss 5 
61.25 crore in 2004-05 becauseofafallin 
both interest income and other income, 
The loss was also triggered by a huge in- B i 
crease in provisions against badloans-——  . 
up 84.6 per cent to Rs 104.9 crore. This. 
means that the bank was on a clean-up 
spree before the merger, which would 
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| m Bank of Punjab - Centurion Bank of Punjab 


both banks a wider revenue stream. 
That Centurion Bank is ready with 
its capital and has the ability to generate 
retail assets makes growth prospects 
brighter for the merged entity. Banking 
industry analysts believe that the 


merger will give the new bank a chance | 
to grow and hold up against competi- | 
tion. Says H.N. Sinor, chief executive, In- 
dian Banks’ Association: "The consoli- - 


dation is a move in the right direction. 
The synergies being created between 
the two banks are excellent, especially in 
terms of geographical spread, capital 


and customer base. The merger works | 
outinfavour of customers ofboth banks 


and is indeed a trailblazer for the bank- 
ing industry in India.” 
While the merger may not create a 


bank of large size, it will provide the - 
combined entity the impetus to grow | 


and carve out a niche for itself. As things 


stand today, the merged entity will have | 


31 





be good for the new entity. 
After the merger of Centurion Bank, 
the ownership stakes, too, will change. _ 
Bank of Muscat's stake will fall to 20.5 —.— 
per cent from 25.91 per cent, Keppel 
Corporation's will come down to 9 per 
cent from the current 11.33 per cer 
and that of Sabre Capital will ci 
down to 4.4 per cent against the 5 
| cent currently. The family of Darshan 
| Singh, which founded BoP current 
| holds 15.62 per cent, while associates 
| hold another 11.40 per cent. The pro- 
| 
| 


— M ROPA 














moters’ stake will now fall to around 5 
per cent, while that of the associates 
would be at around 7-8 per cent. : 
| For the purpose of the merger, eve 

| nine shares held in Centurion Bank & 
, equal four shares in Bank of Punja 
Considering that BoP posted a los 
| Rs 61.25 crore in 2004-05, the me: 
| should benefit Bank of Punjab: 8 

|! holders. Analysts say that if it ha 





been for the merger, the bank’s share 
7. price would have crashed following its 
... dismal performance last fiscal. 
^... That is not to suggest that the 
-, mergeris not good for Centurion share- 
/ «holders, say market analysts. Centurion 
7 Bank, too, will benefit since it will gain 
_ from BoP’s reach, particularly in the 
‘small and medium enterprise (SME) 
"segment. The merger will give it the 
-scale that is becoming all important 
. with growing competition in the sector. 
Centurion Bank of Punjab will be 
/ headed by Shailendra Bhandari, who 
now heads Centurion Bank. 

While the focus of the merged entity 
- would remain on growing the retail as- 
_ sets, Talwar feels that there are going to 
be challenges in the spheres of training 
the staff of both banks when it comes to 
: cross-selling their products. The BoP 
_ staff has to be trained to handle retail 
selling, marketing and risk control. The 
f. Staff of Centurion Bank will need to 
_ sharpen their skills in agricultural and 
SME lending. 

However, the larger issue is that of 
cultural training, feels Talwar. While 
BoP has so far been a promoter-domi- 
nated bank, it would have to gel with a 
professionally managed background 





| 
| 
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that has been the Centurion Bank gov- 
ernance structure. According to Talwar, 
not only would the retail thrust be to 
continue to grow at more than 30 per 
cent, the merged entity would aggres- 
sively target growth in its personal loan 
and mortgage portfolios. Also, the bank 
is looking at the introduction of credit 
cards. “BoP has an excellent training 
centre in Gurgaon near Delhi that will 
be used as the premises of training 
when we launch our credit card ser- 
vices,” says Talwar. | 

Rana Talwar's ambitions for Centu- 
rion Bank of Punjab, the merged entity, 
do not stop at just the successful cross- 
selling of the products or introduction 
of new products. While, on the one 
hand, he says the merger takes Centu- 
rion Bank far ahead of competition in 
the north, he also points out that Cen- 
turion Bank of Punjab would be a little 
weak in the eastern region. Thus, inte- 
gration in the medium term will defi- 
nitely be considered in the eastern re- 
gion, he says. 

Banking industry analysts, how- 
ever, feel that the merger, which has 
rightly captured the most attractive 
northern and southern regions for 
growth of retail assets, should continue 
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to concentrate on these regions. Talwar 
and his team may take some time to 
sort out the integration issues. Analysts 
are keeping a close watch on the 
progress of the merger as Bank of Pun- 
jab was under constant scrutiny of the 
Reserve Bank of India. In fact, well- 
placed banking industry sources say 
that the entire decision of the merger 
was triggered by the fact that RBI had 
denied Bank of Punjab the approval for 
a preferential allotment of shares since 
it was short on the minimum capital 
adequacy ratio. However, since the 
talks for the merger of the banks were 
on simultaneously, the preferential al- 
lotment was not necessary, industry 
sources Say. 

Bank of Punjab also has net non- 
performing assets of around Rs 110.45 
crore as on March 2004, which will be 
carried to Centurion Bank’s books after 
the merger. However, analysts say that 
in the past the bank has managed to 
clean the bank's balance sheet and, 
now, with a strong management and 
adequate capital, it should be able to 


manage the NPAs. 
Can Rana Talwar and his team pull it 
off again? a 
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beauty 


N the 1970s, Himachal Pradesh could 
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twenty miles from its source, where one could 
walk, enjoy the views or take off on some of the 
most magnificent Himalayan treks in India. 
There was Dharamshala in Kangra, nestled be- 
low McLeod Ganj, the headquarters-in-exile of 
the fourteenth Dalai Lama. There was Kasauli, 
in the foothills, less than 40 kilometres from 
Kalka — a quaint little town that existed in a 
19th century colonial time warp. And there was 
Dalhousie in Chamba, established in 1854 by 
the British, which became the summer retreat 
of Lahore's landed and wealthy. 

That was then. Today, barring Kasauli, the 
hill stations of Himachal are a mess. My fav- 
ourite, Manali, is a total disaster. The Beas is 
polluted beyond redemption; the approach to 
Manali on both sides of the river is overbuilt by 
horribly bright, pink-coloured, cheek-by-jowl 
hotels with glitzy signs. There is filth every- 
where, and traffic jams abound as cars and bus- 
loads of tourists disgorge for a couple of days at 
a time to quickly tick-off their ‘places to see’ 
lists, play their boom boxes as loudly as they 
can, eat as much street food as possible, chuck 
garbage everywhere, and return satiated with 
their photographs and Kulu socks and topis. 

If Manali is bad, then Dalhousie is a horror. I 
have gone there twice with my wife, Radhika, 
whose history is entwined with the place. Both 
her grandfathers built their summer houses 


Himachal 
Pradesh is 
destroying 
its 
beautiful 
hill 


Stations there in the 1930s to escape the heat of Lahore: 
e and from her early years, Radhika spent every 
with out summer gambolling in and around Dalhousie. 


Dalhousie always had a high risk of destruc- 
tion. It is only 90-odd kilometres away from 
Pathankot. Therefore, in high season, Dalhou- 
sie becomes a convenient weekend sojourn for 
thousands of Punjabi families who have a car or 
an SUV. It is also culturally considered as Pun- 
jab’s exclusive summer playground, which car- 


the 
slightest 
care in the 
world 
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How to destroy 





ries with it additional baggage of noise, merri- 
ment, shopping, eating and drinking. So, the 
stretch of lower Dalhousie from Gandhi Chowk 
to Subhas Chowk is so badly built up that you 
can see neither the snow-clad peaks on the one 
side, nor the deodar-filled valleys on the other. 
Every square inch is taken up by terribly con- 
structed holes-in-wall that pass off as hotels, 
restaurants and shops. Rickety hotels are now 
being constructed literally on no land, by build- 
ing on concrete platforms jutting out onto 
space that rest on stilts driven into the hills. 
Once plentiful, water is in such short supply in 
Dalhousie that every abode in the lower and 
middle reaches need water tankers each day. 
Garbage is thrown out of hotel onto the hill- 
sides and overflows onto the streets and gut- 
ters, making it a paradise on earth for the war- 
ring troupes of rhesus monkeys and langurs. 

From ten in the morning, car-loads of tour- 
ists, their stereos reverberating with ‘balle balle’ 
music, snake their way up to Bakrota in upper 
Dalhousie en route to picnics at the reserved 
forest at Kala Tope, Dainkund or the alpine glen 
at Khajjiar. The reserved forest is hardly re- 
served at all. A beautiful three kilometre walk 
along a deodar, fern and lichen lined pathway 
can now be travelled by taxis after paying a 
minor bribe to the gatekeeper. The daisy-filled 
hills of Dainkund now host wrappers, empty 
cans and booze bottles. And Khajjiar, once a 
beautiful alpine bowl amidst majestic deodars, 
now has ugly red-roofed buildings that pass off 
as hotels and restaurants, 

The only area worth staying in is the upper 
reaches of Bakrota. But not for long. Estate ag- 
ents are rapidly flogging off plots at atrocious 
prices. Soon there will be pink hotels there too. 
The remains of Dalhousie will be gone forever. 

A succession of uncaring, myopic and avar- 
icious governments in Shimla have destroyed 
most places of beauty in Himachal. Little do 
they know that they have killed the goose that 
laid so many golden eggs. One day they will. But 
by then, it will be too late. a 
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NDIAS airlines are on a furious 
-buying spree. They have already 
‘placed orders to buy new planes 
: worth $25 billion over the next few 
months and may eventually run 
up a bill close to $30 billion. This 
grand shopping list will ensure that 
there are hundreds of more planes in 
he sky. But it will also mean billions of 
dollars of extra imports, a larger trade 











deficit and, eventually, pressure on the | 


pee. Should we be worried? 
The Reserve Bank of India (RBI) said 


at the end of June that India's trade | 


eficit in 2004-05 was $38.1 billion. This 
-is the widest ever gap in India's mer- 
-chandise trade with the rest of the world 
^ and more than twice the previous year's 
- figure of $16.7 billion. The flare-up in 
. "global oil prices and strong growth in 
imports have been the main reasons the 
‘trade deficit has widened so dramati- 
cally. And the chasm between imports 
- and exports is likely to widen further this 
year, as strong economic growth boosts 
-domestic demand (think of all those 
 newplanes). It is likely that the trade gap 
at the end of this financial year will top 
the $50-billion mark. 
.  Atfirst glance, the numbers look dis- 
turbing. India has never seen a deficit of 
this magnitude. Yet, it does not seem to 
bother anybody. Global capital contin- 
ues to pour into the economy and most 
economists are sanguine about the 
record trade deficits. There is none of 
-the panic that often accompanied ear- 
lier spikes in the country's trade deficit. 
RBI governor Y.V. Reddy told an audi- 
nceat the Foreign Policy Centre in Lon- 
don that “this order of trade deficit ap- 
'ears to be manageable at this stage and 
is consistent with our growth aspira- 
tions." Few would disagree with him. 
^. One reason why nobody seems to be 
breaking into a cold sweat at the 
prospect of a $50-billion trade deficit is 
that there is far more to the story today 
¿< than merchandise exports and imports. 
<“ The earnings from software exports and 
. money sent home by Indians working 





Strong economic 
growth has pushed 
the trade deficit to 
record levels. Believe - 
| It or not, that's 
actually good news, 

| for now. 

| 
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abroad continue to grow at a hectic 
pace, and this money has helped bridge 
the trade gap in recent years. It provides 
added protection to the economy. 

These invisible earnings have gone 
up five-fold in the past ten years, thanks 
to the gnomes sitting in software shops 
and call centres around the country. 

"The sensible thing to do is to look at 
trade in both goods and services," said 
Ajit Ranade, chief economist of the A.V. 
Birla group, when we asked him about 
the newtrade numbers. 

The boom in service exports has 
fundamentally changed the nature of 
Indias balance of payments. The net 
earnings from the export of services and 
inward remittances were around 5 per 
cent of gross domestic product (GDP) 
last year. So even though the trade 
deficit has often crossed 3 per cent of 
GDP over the past few years (which is 
higher than what it was in the crisis-rid- 
den years of 1990 and 1991), the current 
account has seen only marginal deficits 
or even small surpluses. 

So what we should be looking at is 
not just the trade deficit but the current 
account deficit as well. (The trade ac- 
count only takes into account the hard 
stuff that a country imports and exports 
— metals, grain, machines and the like. 
Yet, the current account also considers 
earnings from other sources like soft- 
ware exports, inward tourism and inter- 
national remittances.) 

The trade deficit in 2004-05 is over 


|! 5percentof GDP It will climb further in 


the coming months to perhaps 7per 
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cent of GDP Even the 
earnings from services 
will not be enough to fill 
the hole this time 
around. So it is likely 
that India's current ac- 
count will slip into nega- 
tive territory at the end 
this financial year. Yet, it will be a 
modest shortfall of around one 
per cent of GDP. 

So what is the fuss all about? 
Even a wafer-thin current account 
deficit will be a significant event, 
because India has had three con- 
secutive years of current account 
surpluses since 2001. There was a 
small current account deficit last 
year. So what we are now seeing is 
a reversal ofa three-year trend. 

That, however, is good news. HSBC 
chief economist Stephen King says as 
much: "The current account deficit is 
not bad news. First, it reflects India's 
relatively strong domestic demand 
compared to its trading partners. 
Second, India is becoming a capital im- 
porter, which it should as it gives foreign 
savings a relatively higher rate 
of return." 

A.V. Birla group's Ranade, too, makes 
a similar point. He says that a marginal 
trade deficit of about one per cent of 
GDP should not be a matter for worry. 
Other than the high and fluctuating 
global oil prices, it will also be the result 
of strong growth in the import of con- 
sumer goods and machinery. The first 
indicates increases in living standards 
and the second is because of invest- 
ment activity. "Both are the result of 
strong economic growth," says Ranade. 

What will a large trade deficit and a 
modest current account deficit mean 
for the domestic economy? One of the 
most important effects will be on the 
value of the rupee. The Indian currency 
has had a strong run against the US dol- 
lar over the past three years or so. This is 
likely to be reversed. The dollar has been 
appreciating against the euro and other 
major currencies in recent months. 
Many other currencies in Asia too had 








Ajit Ranade, chief 
economist, A.V. Birla 
&roup "We must 
look at trade in both 
goods and services" 
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appreciated against the greenback, but 
the trend was reversed in recent weeks. 


The dollar gained ground. The rupee | 


was an exception, but this may not be 
fora much longer time. 

Rajeev Malik, an economist with 
investment bank J.P. Morgan in Singa- 
pore, believes that the rupee is likely to 
weaken over the medium term. The 
reason: "Capital inflows are sagging and 
the current account balance is deterio- 
rating owing to strong domestic de- 


mand and high crude oil prices." Healso | 
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be manageable” 


TRADE DEFICIT 


says that the RBI, which tolerated a 
strong rupee because it helped keep in- 
flation down, has less reason to do so to- 
day. Inflation has come down from 8.5 
per cent last August to around 5.5 per 
cent now (this is much lower compared 
to 6.1 per cent a year ago) because of last 
year's high base, the government's deci- 
sion to subsidise oil consumers by not 
hiking prices in line with global trends 
and the tightening of interest rates by 
the RBI. 

A weak rupee will also take some 
pressure off the RBI. The central bank 
has been furiously buying dollars in re- 
cent years in a bid to keep down the ru- 
pee. These dollars have added to the 
growing pile of foreign exchange re- 
serves, which are far more than needed. 
India has the world's sixth largest for- 
eign exchange reserves. 

The large trade deficit and modest 
current account deficit will ensure that 
the dollars flowing into the economy 
will be used by importers to buy the stuff 
they want. They, rather than the central 
bank, will buy dollars. The weaker ru- 
pee, too, will help the RBI breath easier. 
“The foreign capital flowing in will now 
be used productively rather than being 
stored in the central bank's balance 
sheet," says a public sector banker. 

The RBI governor said recently: "The 
current account deficit is sustainable 
with enough headroom available to ac- 
commodate even higher levels of in- 
vestment activity." This is not an un- 
usual claim. 

Economists have traditionally as- 

sumed that India can 
easily sustain a current 


ccu, a il account deficit of 2 per 
overnor, "This cent of GDP twice the 
ah alley -" current level. In fact, a 


current account surplus 
in a growing economy 
such as ours is a bit of a 
perversity, since it means that In- 
dia has been a net exporter of 
capital in recent years. At 
this stage of our growth, we 
should be importers of global 
capital. 

So let those new planes come 
in. They will do the economy a 
world of good. a 
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li Six Indian hospitals are 

By rushing to get the gold 

ES seal of quality. Will that be 
ES enough to make a mark in 
Bi the global health travel 

B market? 
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Country treated in From bod certified 
2003 hospitals N April last year, Prathap C. Reddy, 
chairman of the largest hospital 
313,532 South Asia, Mid- 675 l group in South-east Asia, Apollo, 
dle East, US was on a global manhunt. He put 
129.318** Indonesi 21.63 None out an international ad for hiring a 
Brunel, Vietnam, director to run his flagship hospi- 
West Asia, tal — the Indraprastha Medical 
Bangladesh Garfidentior (IMCL) in Delhi. 
and Japan It was not as if there was a dearth of talent within the or- 
ganisation. The 566-bed hospital counts 3,200 people on its 
200,000 Middle East, NA 2 rolls, including 410 doctors and 2,614 support personnel. The 
America (21 applied) ^ whole group spans 7,039 beds in 32 hospitals around the 
world, and employs 16,000 people. But Reddy didn't get the 
130,000 Middle East, 600 None person he was looking for even in this large talent pool. 
EU nations = That's because he was on a specific mission — to get some- 
? one who could ensure that IMCL would be the first hospital in 
150,000 vede A 33 5 É el) ; India to get the gold seal of quality from Joint Commission In- 
and Canada à ternational (JCI) ofthe US. 
J Providence took Reddy and his mission to the $23-billion 
* Figures in $ million; **2004 figures Sources: Governments and BW estimates Hospital Corporation of America (HCA), the very organisation 
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Reddy had modelled his group on. After a six-month-long ne- 
gotiation, Reddy hired Anne Marie Moncure, who was then 
executive director at one of the HCA hospitals and had 23 
years’ experience behind her, as managing director of IMCL. 
Two and a half years after the process was started, 10 months 
after Moncure actually took over, and at the end of five nerve- 
wracking days of inspection, IMCL was recommended for ac- 
creditation by JCI on 17 June. 


Reddy and IMCL aren't the only ones in India on such a. 


mission. The JCI seal is the most coveted accreditation for all 
the corporate hospitals in India at the moment. In the queue 
after IMCL are Wockhardt in Mumbai, Apollo Chennai, Mani- 
pal Hospital in Bangalore and Sri Ramachandra Medical Cen- 
tre (SRMC) in Chennai. The accreditation also features promi- 
nently in the visions laid out for the other two corporate 
hospital groups in the country, Max and Fortis. 


The rush for JCI accreditation has actually spread across | 


Asia — from Turkey and Jordan to China and Singapore. Sev- 
enteen hospitals across the continent have bagged the cov- 





eted seal in the last three years and at least 25 are in different | 


Anupam Sibal (R), director medical 


services, Anne Moncure, managing 
director, and Umesh Gupta oí the 
Innovation for Clinical Ex nce team at 


Indraprastha Apollo lêd the effort that got 
them India's first JCl accreditation 


stages of preparation for it. (In all, some 57 hospitals across 15 
countries are accredited by JCI.) For all these hospitals, the 
seal is nothing less than a business imperative. 

JCI is the international arm of the Joint Commission Ac- 
creditation for Hospital Organizations (JCAHO), whose seal 
all US hospitals must have to let their patients get health insur- 
ance reimbursements. Now, medical insurance in the US is 
getting costlier. A health plan covering a family of four, which 
came at $9,950 on an average in 2004, is expected to cost 
$14,500 in 2006. Even then, out-of-pocket healthcare ex- 
penses amounted to a heady $230 billion in 2003. And 45 mil- 
lion UScitizens don't have any medical cover. 

The underlying expectation around the JCI seal is that it 
would attract some of those, who, daunted by the soaring 
costs in the largest healthcare market in the world, are looking 
out for cheaper treatment elsewhere. Whereas the costs were 
always much lower in Asia — as low as a fifth of that in the US 
for a lasik eye surgery — a JCI seal would ensure that the hos- 
pitals also measure up to the best in the US in terms of patient 
care and safety. It would make it easier for these hospitals to be 
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GOING FOR GOLD 


HY is the Joint 
Commission International 
(JCI) accreditation so sought PY 
after the world over? Perhaps 
because of the rigour of its processes. 

JCI has different accreditation programmes for 
Hospitals, Clinical Laboratories, Care Continuum 
(social service organisations) and Medical Transport 
Organizations. The first, which is what the Indian 
hospitals are going for, covers everything from 
patient entry to discharge, and assesses all aspects 
of management. 

JCI has promulgated 367 standards for different 
procedures. About 65 per cent of these are deemed 
‘core’ and the rest 'non-core'. Each standard has at 
least one measurable element, adding up to 1,033 
elements in all. They are measured on a scale of 1 
to 10 (0 signifies non-compliance, and 5 partial 
compliance). Every certified hospital has to have a 
minimum score on each element. 

The basic scoring rules are as follows: 

e No core standard can have more than one zero. 
e Even for non-core elements, the average for a 
particular procedure can't be zero. 

e The average for a core standard must exceed 5. 
e The total score on core standards must exceed 9. 
e The overall average score of all standards has to 
be more than 7. 

Till now, 57 hospitals in 15 countries have 
passed through this grind and won accreditations. 










































eligible for cover by US insurers (though the decision would be 
the insurer's). All this, in turn, would attract more health trav- 
ellers from the rest of the world too — those from other devel- 
oped nations who want to jump the queue at their tardy na- 
tional health services, and those from neighbouring countries 
who require procedures not available in their own lands. 

Its not just the overseas opportunity that's forcing the 
hand of the Indian hospitals. Some large foreign hospitals are 
coming to India too, heightening the competition at home. 
Johns Hopkins Hospital, which has a centre in Singapore, has 
already been to India on an exploratory visit. The US-based 
Columbia Asia Hospital, which has centres in Malaysia and 
Vietnam, is opening its first hospital in Bangalore, a 75-bed 
outfit, in July. It plans to open at least two more hospitals in the 
country by 2007. Parkway Group Healthcare — a Singapore- 
based chain that is already milking the medical tourism op- 
portunity in its own country — is looking at expanding in the 
region, as is Thailand's largest hospital, the Bumrungrad. 

That the JCI seal has become an imperative only recently is 
evident from a view Apollo's Reddy had shared with Business- 
world three years ago. At that time, when asked why he wasn't 
going for JCI, Reddy had said: “It’s not required at the moment, 
and it's too costly.” While the costs of JCI accreditation haven't 
come down (it’s about $100,000 at present for a 600-bed hos- 








pital), much has surely changed in the business environment. 

When Businessworld first wrote on the subject (‘The 
Health Travellers’, 22 December 2003), it was estimated to bea 
$40-billion industry worldwide. Given that it has been grow- 
ing at about 30 per cent a year, the market should be worth 
about $67 billion now. At the time of our earlier story, Cuba, 
Costa Rica, Lithuania and Hungary were actively promoting 
health tourism. In Asia, the early movers were Thailand, Jor- 
dan and Israel. Their efforts paid off, and that too, quite fast. It 
took five years for Thailand's Bumrungrad to double the num- 
ber of its patients to 120,000 by 2001. In 2002, it became the 
first Asian hospital to get the JCI seal. Within two years of the 
accreditation, the number almost tripled to 350,000, making 
up 25 per cent of the total number of people treated. 

These early successes whetted the appetite of countries 
like India and Malaysia. They now want to capitalise on what 
has been, at best, an erratic trickle in the past. Singapore, 
which attracted 200,000 foreign patients in 2002, got one hos- 
pital certified by JCI in 2004. Now, the city-state wants to get all 
its 23 hospitals JCI-certified, partly because it has seta target of 
treating 1 million foreigners a year by 2010. India attracted just 
150,000 health travellers in 2003 (see ‘Health Travel in Asia’). 

Back in 2002, McKinsey reckoned that the opportunity for 
India, a country that has for long 'exported' successful doctors 
and nurses, could be as large as $1 billion-2 billion by 2012. 
Thats the pie the corporate hospitals in India are after. 


D not that JCI is the only healthcare service standard in the 
world. Australia has a system of peer reviews. Denmark, 
which has none at the moment, has enlisted the help of JCI for 
formulating a code. UK has its own system of accreditation, 
the Health Quality Service (HQS). India, which has no stan- 
dard at present, has set up the Quality Council of India (QCI) 
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STEP 1. 3 SURVEYORS, 5 DAYS, 1,033 ELEMENTS TO BE RATED 


For its first survey in India, at the Indraprastha Apollo in 
Delhi, JCI sent down a team of three surveyors led by 
Marlis Daerr (R). Physician Marion Snowdon and nurse 
Anne Fonville (L) were also in the team. The survey was 
spread over five days. Businessworld, an observer of the 
process that rated 1,033 elements in all, walks you 
through the survey at the dialysis unit of the hospital. 
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under the aegis of the Union 
commerce and industries min- 
istry. QCI, which is working on a 
draft standard based on the HQS, 
has the support of Indian Hospi- 
tals Federation, the Confedera- 
tion of Indian Industry, and the 
Insurance Regulatory and Devel- 
opment Authority. The idea is to 
keep its standards as a voluntary 
benchmark for the first few years, 
and then make it mandatory for 
all hospitals in India. 

But even without accredita- 
tion, some Indian hospitals have 
tasted success — limited, for sure 
— in attracting health travellers 
by catering to the 'tourism' bit in 
medical tourism. The Madras In- 
stitute of Orthopaedics and Trau- 
matology (MIOT) is one such 
case. Set up four years ago, the in- 
stitute garnered revenues of Rs 22 crore from overseas pa- 
tients last year. (Comparably, Apollo earned just Rs 16 crore.) 
MIOT has established links with the governments of Oman 
and Seychelles to send across patients to the Indian institute. 
Several employees at MIOT speak Persian. The institute even 
caters to some of the patients' ethnic food choices, and has 
added luxury suites for foreign patients. 

Manipal Hospital sends facilitation teams to greet patients 
at Mumbai. "We have staff who can speak Swahili with pa- 
tients coming from Africa," boasts R. Basil, CEO of Manipal 
Health Systems. IMCL has ordered hot trolleys for patients 
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STEP 2 = THE WHERE, WHAT & HOW OF EVERYTHING 


Snowdon inspects the dialysis unit and inspects an 
empty bed. She checks the bed, the bedside table, the 
medication, if any of it is kept on the table, and moves on. 
She inspects a dialysis machine and looks at the record 
on protocols for infection control on the machine. She 
asks how often the machine is calibrated. R.S. Uberoi of 
the JCI coordination team at Apollo is at the left. 
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‘Brand India will feature health tourism’ 


At long last, the Union government is waking up to the 
potential of health tourism. Interestingly, it's the min- 
istry of tourism that has taken the lead in this matter. 
Businessworld spoke to the minister of state for 
tourism, ‚on the subject. Excerpts. 


ll How are you promoting India as a healthcare 
destination? 

The ministry of tourisms brief is to get as many tourists 
as possible. It could be religious tourism or health 
tourism. In fact, medical tourism is a term we have 
coined. We have spoken to the ministry of health and 
we want to promote India as a healthcare destination. 


Bi What specific steps have you been talki ng about? 

We have to work with different ministries for p romoting 
tourist traffic to India. Internally, we have asked the 
ministry of health to accredit hospitals. That is the most 
important thing as far as establishing quality standards 
is concerned. The health ministry is looking into it. Ex- 
ternally, we will be having road shows in target coun- 
tries. Brand India will also focus on health tourism. 


Bi Will your ministry talk to other countries on this? 
Thats a sensitive subject. Enough doctors and nurses 
go from India all over the world, and they will continue 
going. We want to promote the Indian systems of medi- 
cine — naturopathy and ayurveda — as brands. This 
will take the 'Incredible India' campaign forward. 





STEP 3. A TEACHER AMONG DOCTORS 


Snowdon moves to a private dialysis room, where 
patients spend 2-3 hours three times a week. She 
questions the staff on safety protocols. Snowdon, formerly 
a gymnastic instructor, takes to her didactic ways when 
she insists that everyone should understand why she is 
asking the questions. A JCI accreditation, according to her, 
should be a thorough learning process. 
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E delivers bills at the room. Devi Shetty, renowned heart | 
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E and chairman of Narayana Hrudayalaya, says: “We 
are building a hotel within the hospital campus to cater to in- 
ternational patients' attendants." The 4,000 phone calls his 
hospital gets daily must be answered before the fourth ring. 


Not surprisingly then, it's India's tourism ministry that | 


claims the credit of sensitising the government on the poten- 
tial of medical tourism and the standards that need to be in 
place to attract more of it (see interview with tourism minister 
Renuka Chowdhury on page 31). And that's not the only odd 
thing on the regulatory front. At present, a hospital in India 
can be set up under the Shop and Establishment Act. “There 
are no entry barriers, no minimum defined standards in In- 
dia,” says Anupam Sibal, director medical services at IMCL. 


Even when it is promulgated, the QCI standard would take | 


years to be recognised in the countries from which India is 
looking to attract business. After all, JCAHO's standards have 








taken almost a century to be recognised as among the best. | 


The putative efforts at formulating a standard can be traced 
back to 1910, when Dr Ernest Codman proposed a system for 
hospitals to track patient histories and see whether their treat- 
ments were effective. It was another 41 years before JCAHO 
was incorporated as a not-for-profit organisation, and an- 
other two years before it published the first set of standards. 





JCAHO began its international consultancy business in | 





Physicians could feel threatened' 


Marlis R. Daerr led a team of three from Joint Commis- 
sion International (JCI) that recently surveyed the In- 
draprastha Apollo. Daerr, who has 25 years of experi- 
ence with JCI's parent JCAHO and then JCI, spoke to 
BWabout the response to the survey. Excerpts. 











E What is the toughest thing in preparing for the 
JCI survey? 

To get the physician aspect in place. There are strict is- 
sues of licensure, continuing medical education, and 
new systems. They have to produce evidence of the 
physicians’ competency in all these. There is a rigorous 
evaluation of physicians — they could feel threatened. 










8i Is accreditation tougher the second time around? 
Yes, it always is. The first time you give credit for the ef- 
fort the hospital is taking. We see a four-month track 
record. When we come back in three years, we expect 
things to be there for the three years. So the second time 
is more stringent and less forgiving. 





E Do hospitals lose accreditation? 
Oh yes, hospitals also lose accreditation. It may happen 
because people who led the accreditation are gone, or 
the hospital management philosophy has changed. 
Many just stop looking for accreditation. Some imple- 
ment the ideal consistently, some change. 


Full interview on www.businessworldindia.com 
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STEP 4. A PATIENT HEARING 


Snowdon moves on to interview a patient, who happens 
to be a regular at the unit. She asks him if his stay at the 
hospital has been comfortable and if the guest relations 
officer and the staff have taken good care of him. He 
answers all questions calmly. Snowdon also fields his 
questions and answers the bell when he rings for help. 
Once satisfied, Snowdon leaves his bedside. 





1986. At that time, it worked on US military hospitals around 
the world and accredited only one private outfit — the 
Aramco Hospital in Saudi Arabia. In 1998, the international 
unit was spun off as JCI. The same year, JCI's framework for 
global accreditation was set by a group of 18 consultants. 

“In the US, JCAHO accreditation is compulsory and is the 
starting point for a hospital to even operate,” says IMCL’s 
Moncure. And the standards defined by JCAHO are stringent 
— it rates a hospital management system on as many as 1,033 
measurable elements. (See 'Going For Gold' on page 30.) Any 
organisation has to be re-accredited every three years. Re- 
cently it has also started surprise 
checks to see if the hospitals fol- 
low the systems all the time. 

JCI's standards are based on 
the twin pillars of patient safety 
and care. "Since people are in- 
volved in healthcare, there could 
be human errors," says Marion 
Snowdon, one of the 25 full-time 
international surveyors at JCI 
who had come down for the 
IMCL survey. What JCI looks for 
are systems that are followed con- 
sistently at every point of interac- 
tion with patients. Much like the 
Six Sigma quality initiative pio- 
neered by Jack Welch at GE, the 
JCI system seeks to bring all sorts 
of errors — medication, surgical 
or infection-related — within 'ac- 
ceptable' limits. 

It's this limit, acceptable to pa- 
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STEP 5. ‘CRASH’ COURSE IN HANDLING EMERGENCIES 


Every patient area has a trolley carrying emergency 
medication, called the ‘crash cart’. The seal on a cart is 
broken only in an emergency — termed ‘Code Blue’ at 
Apollo. The three surveyors examine crash carts in every 
department — all 43 of them. The nurses are asked what 
they do when Code Blue is activated. They are also 
quizzed on how often they check the expiry of medicines. 


tients and insurers around the world, that gives the JCI seal its 
wide recognition. As of now, only the large corporate hospitals 
in India seem to have taken this message to heart. 


ND these hospitals are preparing in earnest. Fortis and 

Wockhardt have kept JCI specifications in mind while 
constructing their new hospitals. SRMC and Manipal Hospital 
have installed camera surveillance systems to ensure that their 
employees adhere to even the simple prescribed procedures, 
like washing hands after every interaction with a patient. 

Manipal took another critical step. It codified the salaries of 
doctors: a uniform fee was decided for every procedure. “We 
benchmarked our prices and salaries with the international 
coding of services and got a consensus from the staff before 
implementing it,” says Somnath Das, vice-president (quality 
and compliance) and coordinator of the JCI effort at Manipal. 

Wockhardt, whose Mumbai hospital is going for JCI inspec- 
tion in August this year, is being guided in the process by Har- 
vard Medical International (HMI), the consultancy wing of the 
Harvard Medical School. SRMC, which is going for the seal ina 
year, is another affiliate of HMI. “HMI has worked with us on 15 
performance improvement plans and done three gap analy- 
ses,” says Vishal Bali, vice-president, Wockhardt Hospitals. 

In Bangalore, the 650-bed Manipal Hospital has taken a 
measured approach. Its processes have already earned the 
ISO 9000 and its pathology labs have been certified by the Na- 
tional Accreditation Board for Testing and Calibration Labora- 
tories and the College of American Pathologists. Now, it’s 
pitching for the Malcolm Baldrige award for process quality 
given out by the National Institute of Standards and Technol- 
ogy, US. “Because the accreditations are difficult, we are going 
about them step by step,” says Ranjan Pai, CEO of Manipal 
Healthcare and Education Research Foundation. The JCI seal 





sm Ô. THE FINAL DIAGNOSIS 


The final interview on protocols, procedures and 
records. Snowdon goes thorugh the files and throws ques- 
tions about the medication protocols followed. Emergency 
procedures, staff training, turnaround and discharge 
summary — everything is discussed. The procedure is 
followed at every unit of the hospital — emergency care, 
neuro surgery, intensive care, the labour room, etc. 





will also allow Manipal to further its education programme. 

SRMC has already got a taste of global best practices. It was 
one ofthe first hospitals in India to do a pilot programme with 
the UK's National Health Services. "We have a system of plan, 
check, correct and educate," says Krishna Seshadri, vice-pres- 
ident of Sri Ramachandra Health International, the interna- 
tional wing of SRMC. While mistakes are pointed out and cor- 
rected, the employees are also given reward points, called 
‘Pearls’, for good work. To reduce errors in dispensing medi- 
cines, SRMC is moving to a computerised prescription order- 
ing system and putting bar codes on medicines. 

At IMCL, Sibal started the JCI work in 2003. He took aboard 
Umesh Gupta, a vascular surgeon who had just returned from 
theUS, to head the JCI effort. Gupta had brought back loads of 
forms, papers and protocols followed in US hospitals. Gupta 
and his enthusiastic team had at first counted 1,046 measur- 
able elements, 13 more than those required for JCT! 

Mind you, a JCI seal doesn't come cheap. Apart from JCI's 
fees, a hospital may need to enhance its infrastructure. IMCL 
spent over Rs 30 crore on upgrades; Manipal has already spent 
over Rs 50 crore. For a patient, such an effort may raise the cost 
of treatment — though no one is yet sure by how much. Bali of 
Wockhardt plays down the effect: "The immediate cost of 
quality and care may be high. But when applied over the long 
term, the cost is perhaps less from a patient's viewpoint." 

So is JCI accreditation a must for all Indian hospitals? 
Given that there are stringent quality control systems in place, 
its probably not. “I think JCI will be the gold standard, while all 
Indian hospitals will follow the standards set by the govern- 
ment,” says Sibal. Still, for hospitals that want to be taken seri- 
ously in the global market, JCI will be the way to go. = 





With additional reports from Chitra Narayanan 
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N 5 May, Wipro vice-chair- 
man Vivek Paul walked into 
the second floor Bangalore 
offices of Wipro executive 
vice-president (human re- 
sources), Pratik Kumar. The 
meeting was unscheduled. Paul told Ku- 
mar about a certain sense of ‘restless- 
ness’ that had seized him lately. He dis- 
closed how he 'was evaluating to do 
something else’. Kumar thought Paul 
was at a stage where he wanted to make 
a decision. After the conversation, Ku- 
mar lost no time in speaking to chair- 
man Azim Premji on what had tran- 
spired between him and Paul. Premji 
seemed to be aware of what was going 
on in Paul's mind. He simply expressed 
his quiet disappointment to Kumar. 
Barely a year back in June 2004, at the 
annual general meeting, Paul had been 
re-appointed vice-chairman. 

The next day, some 550 Wipro em- 
ployees gathered at Goa's Hotel Marriott 
for a six-day bash. It was to celebrate the 
year gone by when the tech major had 
breached the $1-billion sales barrier. Ex- 
ecutives who were present in Goa found 





Paul unusually emotional. But nobody | 


was surprised. "He had achieved so 
much that to be impassioned wasn't 
surprising," saysa senior employee. 
Soon after the Goa meet, Paul in- 
formed close associates within Wipro of 
his decision to quit. Meanwhile efforts 
were on to convince Paul to change his 
mind. Quite a few senior Wipro officials, 


Quiet disappointment at 


Paul's exit 











Premji included, spoke to Paul 
to understand why he was 
quitting and if anything could 
be done about it. But Paul, who 
had been grappling with the 
idea since December 2004, 
wasn't prepared to change his 
mind.On 29 June, he formally 
put in his papers from the US 
— an inevitability that the 
board accepted, almost imme- 
diately. The following day, 
Wipro announced that Paul 
was leaving and that A.L. Rao, 
till then president (telecom so- 
lutions), would become the 
chief operating officer. The 
same day, Premji sent out an 
internal memo to all employ- 
ees acknowledging Paul's con- 
tribution to Wipro. In the 
memo, he announced the set- 
tingup oftwo task forces— one 
under Ranjan Acharya, vice- 
president (corporate HRD), to 
look at leadership issues. The 
other under Sudip Nandy, 
chief strategy officer and Girish 
Paranjpe, president (finance 
solutions) to assess Wipros fu- 
ture strategy. 

The following day, the 
Wipro stock on BSE closed at 
Rs 744. 80, Rs 20.75 (or 2.71 per 
cent) lower than the previous 
days closing price. Analysts, 
however, attributed the decline 
to a knee-jerk reaction. Within a 
week, the stock had recovered. 

To understand what led to 
Paul's departure and what Wipro needs 
to do next, it's important to assess Paul's 
legacy. In an interview to Businessworld 
(See page 39), Paul mentioned that 
some of his senior colleagues had issues 
with his prima donna status. But as 
someone familiar with Paul argues: 
" Wipro couldn't satisfy Paul's ambitions 
any longer, and that had something to 
do with his departure." 

Paul joined Wipro in July 1999. 
Ashok Soota, the then vice-chairman, 
had just quit to set up MindTree Con- 
sulting. Paul's mission was to put Wipro, 
then a small $150-million company, 
among the top 10 global IT companies. 
Paul had impressed Premji during his 


stint at GE Medical Systems; Premji be- | 


lieved that Paul could deliver. 
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Paul had 
grown Wipro’s 
tech revenues 
at a blistering 
pace. He was 
the public 
face of the 
firm. So why 
did he quit so 
suddenly? The 
inside story. 
By Shelley Singh & 
Snigdha Sengupta 





A strategy document blandly titled 
‘4X4’ was unveiled in 2000. This articu- 
lated the company’s key goal — to hit a 
turnover of $4 billion by 2004, of which 
$1.6 billion would come through acqui- 
sitions and the rest via organic growth. 
Automatically, this would help the 
group move up the value chain in the 
global software industry and transform 
Wipro — from a mere executor of pro- 
jects to a genuine IT consultant. 

But this would necessitate some 
changes within the company, the most 
significant of which would be cultural 
(see ‘The Processes Man’). “By the time 
Paul took over, the external environ- 
ment had changed. Indian IT services 
now had competition from China and 
other parts of South-east Asia and the 


global services giants had begun to 
move into India. Customers wanted 
more than cost arbitrage and Wipro 
needed a global face. Paul lived in the 
US and knew how to work the market 
there,” adds the executive. But all this 
would earn Paul more foes than friends. 
As Paul says in his interview, Indian 
managers are "in a cocoon’ and dont re- 
allyunderstand what it takes to succeed. 
“In the real world, there is no cocoon.” 
On 19 October 2000, Wipro was 
listed on the New York Stock Exchange. 
That very day, both Paul and Premji met 
with the chairman of an undisclosed 
consulting firm with an intention to ac- 
quire it. But sensing integration chal- 
lenges, Paul backed out. But then, how 
would Wipro, with revenues of about 





$491 million and 9,993 employees in 
2000-01, get to its audacious goal of $4 
billion by 2004, barely four years away? 

Paul defends his decision: "We went 
back and forth several times on acquisi- 
tions. I had seen the US corporate scene 
and how it was devastated by poorly- 
planned acquisitions. Transitions can 
be brutal and I did have this fear. Would 
Wipro be able to manage it?" 

According to company insiders, 
plans for a big-ticket buy ofa consulting 
firm may have been put on the back 
burner, but was never ruled out — at 
least, not by Paul. In mid-2002, he came 
close to a $650 million-700 million ac- 
quisition in the US, but it never fructi- 
fied. “If that had gone through, Wipro 
would perhaps have been closer to the 
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$4-billion target," says the head honcho 
of a Mumbai-based IT services firm. 
And while Wipro did go on to make 
smaller acquisitions, none save Spectra- 
mind (a BPO outfit bought in July 2002) 
were significant enough to push rev- 
enues towards the $4-billion mark. 
(Wipro closed 2004-05 with a turnover 
of $187 billion.) "Even with Spectra- 
mind, it was clearly staying within fa- 
miliar territory. It primarily brought de- 
livery capabilities. Consulting is 
unfamiliar territory. You need to have a 
team of people with the right mindset 


on your side to digest that kind of 


acquisition," says a former senior Wipro 
executive based in the US. 


Continued on page 40 
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ll IPRO was a $150-mil- 

"lion company when 
Vivek Paul took over, 
and it had all the ten- 
dencies ofa small, tradi- 
tional company. Throughout the 
1980s and even in the 1990s, many 
people had joined Wipro thinking 
that they would retire from there. In 
fact, Wipro used to entice people 
away from public sector companies 
telling them that they would get 





E similar benefits when they retire, 


T Such a company tolerated periodic 





laggardness. "You could live for 
some time on your past achieve- 
ments," says Mitta. 

Things changed quickly after 
Paul took over. He brought with him 
both an advantage as well as a dis- 
advantage. He was based in the US, 
and hence, could not be a hands-on 
manager beyond a point. Paul 
turned his distance to the com- 
panys advantage. He built in 
processes so that Wipro would run 


smoothly without his daily inter- 


vention. The company was ready 


_ for such a transition; it was growing 


big and could not have survived 
without better processes. 

Paul had come from GE, the 
most global of companies. Then he 





| people as they worked. Neither did 





 Intheyear 1999, foraboutsix months after Vivek Paul took. over, - 
Sridhar Mitta had a cabin right next to him. Mitta was then at En- 
Think, a US-based company in which Wipro had invested. Mitta 

b found that Paul was always at hand when he was needed. He had 

P alotoftime for customers too.As the former global R&D head of 
Wipro, Mitta knew the company and its methods insideout. Mitta 
had seen Paul's predecessor Ashok Soota working. almost 17 hours 
aday."How do you haveso much time?” Mitta asked Paul one ed ay 
“Itisallin the process,” Paul had replied. 





joined Wipro, which was an Indian | Paul’s legacy includes minor 
company to the bone. Paul immedi- | things as well — things that seem 
ately made its employees think big | minor until brought close and mag- 
and think global. This was a com- | nified. For instance, he introduced - 
plex shift in attitudes, as thinking | online weekly broadcasts. Paul 
global is not merely about having | would religiously go through events 
global customers. “Paul created a | in the company the previous week, 
genuinely global ad within | PE out be most OC E im 
Wipro," says Anurag Behar, manag- en send them out to all employ- 
ing director, Wipro Fluid Power, and | ees. Before that, Wipro employees 
corporate vice-president (brand | ie on URS cycle. eii 
and communication), Wipro. ey started seeing mails from Pau 
Paul did not know the achieve- every week, with names oftheir col- 
ments of old Wiproites. Neither did | leagues in them. How could I get in 
he care. For him, all that mattered | the next broadcast? March was a 
was the present. This shift in appro- | long way off. Something needed to 
ach shook the company. In due | beaccomplished immediately, © 
course, most people coped with the Paul restructured the organisa- 
change. Those who did not, left. ek expanded Wipro’s markets and 
Wipro quickly trimmed its fat: itno | formulated a new vision. There was 
longer had people without projects | admiration, goodwill, resistance, 
or projects without people. Running | | resentment and genuine puzzle- 
all the time is a great way to stay trim. | ment. Paul tried to change things 
| 
| 





Paul was, in many ways, an‘of- | that could not even be touched with 
fline’ manager. He did not sit with | a pole. For example, when he tried . 
to change R&D from a separate, 
sacrosanct space, one of the senior 
managers told him: "You are stu- 
pid." But Paul tolerated dissent as 
much as Premji did. This was one of 
the features of the company he did 
nottry to change. E] 


he follow traditional norms like ex- 
perience when choosing someone 
for a job. He picked up a young 
Vikram Gulati out of nowhere and 
asked him to grow the package im- 
plementation business to $100 mil- 
lion in three years. Gulati grew it to 
$150 million in four years, before he | ss EMEN  — — — RR 

D c wewbushessworkdindia.com | 
left a few months ago. g =” . ene 
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uptotalk abouthii mesa Wipro 
and why he quit pee 


88 How will you sum up your stint 
at Wipro? 
It was a good chapter in n Wipro s book. 
. Weseta vision that looked impossible. 
es you feel better because we did 
with such confidence. Less than 1 per 
cent of India’s population is associated 
-with IT and it feels great to know that 
the whole country is proud of what we 
did. I built a great team, built some very 
unique business s models, and got: cus- 











acquisitions. From a risk 
though, it is difficult. Lookatt 
between the M l -billion M Mite 
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years away “for iT cs oF it. jyanies. “Of | 
course, if you are in coal mining, the 
change: coul dbe a decade away. 





8 Atthis stage, with a turnover of 

| $1.5 billion and 44,000-odd staff, 

| what are the challenges for Wipro? 

| Intheshort term, Wipro is ina great po- 

| sition. It has significant service line 

| presence. The tail-wind is with us, If 
there is trouble in the short-term, we 
will rideit. And thatis part of my contri- 

| bution to the group. The challenge is 

| two years out. The company needs to 

| retain the same discipline, process fo- 

| cus. The new team. has to see to Ner 

| Youcant solely rely on momentum . 



















Bi thought Wipro was not ready for it. 1 Ji liluted? ds 

id seen devastation in the US corpo- | The two th i Jagi gs: are not linked. Being. 
scene. Itwasajointi understanding | vice-chairman of Wipro, you cannot be 
n Premji and me not to o go for | deluded about the role you have to | 
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Pauw instils a verticalised | 
structure. Finance & uri | 











structure. Leader- 
ship and strategy 
councils set up 
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It's not exactly clear whether Paul's 
inability to deliver a target that he had 
set himself became an issue within 
Wipro. Says Suresh Vaswani, president 
= (infotech, global testing and infrastruc- 
/ ture services): "The Vision 2004 got 
* hyped up too much. That was basically 
<- meant to bea directional statement and 
-- we did achieve most of it." 

Paul asserts Wipro did make the 
global top 10: “In terms of brand, market 
capitalisation, execution skills, and the 
number of people, we did get there. Of 
the $4 billion, $1.6 billion was to come 
through acquisitions. But later we de- 
cided against big acquisitions." 

It would be wrong to say that Wipro 
didnt make any acquisitions. While 
competitors like infosys sat on cash and 
. avoided acquisitions, Wipro spent close 
. to $150 million to buy firms in the BPO 
and consulting space between June 
2002 and June 2003. It acquired Spectra- 


in consulting in the financial space. 





Paul personally conveys | 
his decision to managers _ 


- mind for $108 million to get into the | 
BPO space, followed by a $24-million - 
. buyout of AMS' global energy business | 
in November 2002, and $17 million for | 
NerveWire in May 2003 to gain expertise | 


Paul lays out 4x4 
vision for Wipro: 





uiti Key lieute- are made central. AL setting a tumover 
? 2 a join him. Vevek and Mares Punis target of $4 hine | 
> Paul, whom chairman | technol ogy and recruitment by 2004, Thisis 
Azim m Premiihad picked respectively. Staffing function planned on the 
from GE to be Soota's | created under Sudip Banerjee back of proposed 
5 No.2, is catapulted to | to facilitate mobili ity between $1.6 billion 
.. the top job projects acquisitions 





biggest market, the | 
US. He thinks of do- | 


ing something else bonus 


time, Paul was on a roll. Just before the 
acquisitions, Paul increased sales and 
marketing spends by 47 per cent in 2001 
and trebled the sales staff in the US. In 
fact, Paul took a bet that 9/11 and the 


subsequent tech slowdown would send | 
more projects along India's way as com- | 
panies in the US were vigorously cutting | 
costs. But the prolific spending to attract - 
business took time to pay off. And the | 
_ for Wipro. Also, those who know Premji 
| well say that he is too gracious (and self- 
at 63 per cent in 2000, Wipro technolo- | 


tech meltdown also impacted Wipro ad- 
versely in the short term. From growing 


gies topline growth fell to 28 per cent in 
2001, and then to 24 per cent in 2002. 
But it finally did pay off. In 2002-03, 


previous year; in 2003-04, 43 per cent; 
and in 2004-05, 39 per cent. In March 
2005, Wipro touched a turnover of 
$1.87 billion, having breached the $1- 
billion figure a year earlier. In six years, 
Paul had increased Wipros sales by over 
10 times. Over the same period, Infosys 
had grown eight times, while Satyam 
Computer Services grew nine times and 
HCL four times. | 

Yet, through all this, resentment was 


| building up against Paul. He was be- 
In fact, many say that during this | 
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The tech bubble - | 


Wipro crosses the 


as the company 
announces 2:3 


Ie wins gerbes Pe eviews: 








Wipro recovers, acquires 








bursts. Wipro's Spectramind and GE 
vision is in disarray. Medical Systems’ IT unit 
The company fails Uuly 2002), Ericsson's 
to read the signs, R&D division (Sept. 

but later drops — | 20021, AMS global 
prices after holding ^ energy practice 

on for three - | (Nov. 2002) and 
quarters NerveWire (Agri 200) 









Spectramind is a star 





Wipro announces | Annual meet of S50 — | San Jose-based | 
- Paas resignation. sales business managers — Paul has grown Wi- $i-bilion mark, | acuson contributing 
_ He is headed to and unit heads in Goa. pro 10-fold. He is but falls far shortof — soft | 
=- private equity firm | On the sidelines, senior | brand ambassador the $4-billion target Consulting contributes 4%% 
-Texas Pacific. heads at Wipro talk | and the most visible it had setas part of to revenues. Quality, operati- 
Wipro puts upa — — about Paus likely ext. face of the company | the 4x4 vision. Still, | onal excellence, quarterly 
new management | Over the next few weeks, : outside it and in its | there are celebrations | planning processes that Pate 


brought in find deep roots in 
Wipro. New recruits look to 
| Paul for inspiration 


boy. Timeranked Paul as the 25 most in- 
fluential business people in the world. 
BusinessWeek put him on the cover. 

Wipro has always had a somewhat 
self-effacing culture. Premji epitomises 
that. So do many of his colleagues and 
some of Wipros best known alumni. 

But not everyone grudges Paul's 
fame. Some younger managers believe 
he was the best choice as spokesperson 


assured) a person to feel upstaged by 


| Paul. But many of his senior colleagues, 
| particularly those who have been 
| around for decades, perhaps did. The 
Wipro grew 25 per cent compared to the | 


closest somebody came to admitting it 


|! was Paranjpe. “Paul had become more 


ofa brand ambassador,” he said. — 

While Paul doesn't link his exit to 
how his colleagues felt, the issue both- 
ers him. "There was resentment," he 
says. And he points to an exercise done a 
year and a half back, where the column- 
centimetres of publicity that he got was 
measured against what other senior 
managers got. 

Someone who knows Paul says that 


| heis a high-energy person who doesn't 
coming too visible, too much the poster : 


see any challenge left in Wipro. "For 
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nn to M billion is less ofa chal- 


khe ees new challenges, "he 
ys. Also, Paul was keen on spending 
ore time with his family, who are 
ised in the US. These reasons, com- 
ned with his reading of the situation 
in Wipro, led to Paul's resignation. 

or Premji, it was a delicate predica- 
ent. On the one hand, he had a star 
rformer who had delivered. On the 
ther, his loyal, old guard was increas- 
ingly iret resentful. And some- 












Losing à CEO does bring a certain 
1ount of churn in its wake. A Banga- 
ore-based head-hunter says that sud- 
denly there are alot more Wipro CVs in 
- the market. But Wipro has lived through 
many upheavals in the past. When 
^ Soota quit with a handful of senior man- 
|... agersin 1999, it was considered almost 

cataclysmic in the short term, butWipro 

survived. What is sometimes forgotten 

- isthatWipro has a team of professionals 

who are almost wedded to the firm. 

_.. They may lack Pauls charisma, but they 
.. :: knowheirjob. Then, there's Premji, 

The business prognosis too seems 





|." encouraging. The company closed fiscal | 


The: 'hallenges for | 


aul, growing the business from, say, | 





2004-05 with a 39 per cent topline 
growth and the market expects it to sus- 
tain these growth rates in the current fis- 
cal. “The earnings outlook remains ro- 


bust. Wipro is expected to bag a couple 


of very large contracts this year from GM 
and Shell. Valuations should stay rea- 


sonable,” says a Mumbai-based equities. 


analyst. A few days back, news reports 
said Wipro was gearing for a really big- 
ticket acquisition in the US. 

Paul himself is a proponent of this 
view. "In the short term, Wipro is in a 
great position. The tail-wind is with us. 
The challenge is two years out." One 
reason for this new challenge is that 
competition is no longer restricted to 


the likes of Infosys or TCS, but more | 
from HP IBM and Accenture, who are 


fast building offshore capability. Other 
than IBM, each has over 10,000 people 


| inIndia. IBM has over 20,000. 


Innovation is, therefore, key for 
Wipro (as it is for TCS and Infosys). “In- 
dian companies have focused on build- 
ing delivery capabilities and under- 
invested in the front-end,” says John C. 
McCarthy, group director, Forrester Re- 
search. Wipro peers appear to have 
made some moves in this direction. TCS 
has entered into a joint venture with Mi- 
crosoft to address the China market, 
while Infosys has been paying top dollar 
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-. business) from 70-80 per cent at present to 40-50. per cent . 
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to get the rigit global talent for its con- 
sulting business. "Wipro needs to start 
making some moves now. Two years 
from now will be too late," says aformer 
Wiproexecutive. — 

"What is disconcerting i is that the 


 Seniorteam is made of old hands, who 


have been around for almost 20 years. 
This means there will be stability, but no 
creativity," says another ¢ executive. 

The new team has its task cut out. 
The BPO business, which is in the 
process of being: merged with its parent 


firm, has to flip over from a voice-based - 


business (80 per cent voice) to one based 
on high- end transaction processing. The 
transition will not be easy. Smaller, inde- 
pendent competitors like ICICI One- 
Source and WNS have a head start, and 
with attrition rates nowhere near man- 
ageable levels, Wipro will find it tough to 
recruit the right skills in a competitive 
market. Raman Roy’s exit — the founder 
CEO of Spectramind headed the BPO 
business after the acquisition — just 
prior to Paul makes the task that much 
tougher. The merger is also aimed at 
aligning the BPO business more closely 
with the IT business. The integrated (IT 
plus BPO) play has so far proved a tough 
call for the likes of Infosys and TCS. 

Then clients could wait for clarity 
from Wipro in terms of who is in charge. 
Counters Sudip Banerjee, president, en- 
terprise solutions: “One vice-chairman 
has been replaced by three CEOs. 
There's no concern. among our cus- 
tomers as to whom to contact.” 

Premji has always had a strong No.2: 
Soota and then Paul. This time, no suc- 
cessor was announced. Instead, three 
people — Banerjee, Rao and Paranjpe 
— have been made de facto CEOs. 
Simultaneously, the number of direct 
reports to Premji has gone up from eight 
to 13. “It's a decentralised, two-tier 
structure,” says an old Wipro employee. 
The structure may stay for a while, 
though there may be pressure on Premji 
to appoint a professional CEO. - 

Industry observers see this structure 
in a different light. "Clearly, strategic de- 
cision making will be centralised with 
Premji. Paul had a relatively free hand 


while he was at the helm. Thenewteam ^ ;. 


may not be given the same privilege," 


saysa former senior executive. 8 


. With reports from P Hari 
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At the 
heart of 
all great 
ads, there 
is a simple 
myth 

or a truth 
from the 
forgotten 
corner of 
your mind 
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Advertising is 





REAT stories have a life of their 
own. The Ramayana and Maha- 
bharata have survived more than 
5,000 years and are still thriving. 
The two epics have become part 
offolklore, and define our culture even today. 

One needs to be a great storyteller to be a 
successful author. Great storytellers create curi- 
osity and suspense, and keep the reader en- 
gaged till the end. It's also about the ability to 
build on a simple truth or myth. Romeo and 
Juliet dwelt on the premise that 'true love is un- 
compromising. This may be a truth for a mino- 
rity, but a myth to the majority of the audience. 
Thelatter group would lap up the myth, if only 
to be able to enjoy it vicariously for a while. 

In one sense, advertising is no different 
from storytelling. Great ads are great stories; 
poor ones are boring product catalogues. Ad- 
vertising has to sell or communicate a message 
that has business implications for its sponsor. 
50, we can call advertising as storyselling. 

Advertising practitioners who understand 
the power of storyselling make great ads. They 
recognise the ‘uncovered truth’ beneath all sto- 
ries. In advertising jargon, we call this ‘insight’. 
And strategy planners strive to identify insights. 

Consider this statement: Mothers are anx- 
ious to protect their children from danger. This 
truth could be used to advertise Lifebuoy be- 
cause the product kills germs which cause skin 
problems among children. Does the statement 
qualify to be an insight? Does it uncover some- 
thing in a forgotten corner of your mind? If it 
doesnt, itis not an insight — it is just mother- 
hood masquerading as an insight. Sadly, many 
so-called insights in advertising briefs centre 
on motherhood. Creative people cannot argue 
because these are well-researched facts and 
relevant to the communication tasks. But 
motherhood statements fail to inspire — they 
fail to lead to interesting ideas. 

Now, consider the latest 'Have no Fear' ('Koi 
Dar Nahin') campaign for Lifebuoy. What is the 
truth or myth behind it? ‘A caring and loving 
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mother wants to see her son as a fearless hero’, 
This is quite different from the bland, unsur- 
prising rendition discussed earlier. The concept 
of motherhood has been turned on its head to 
make it interesting, emotive and aspiring. 

We usually turn to market research as the 
source of insights. But that is the wrong place to 
start. Research is an aggregating tool; insight is 
an individual experience. Research searches for 
commonalties in consumers; insight is about 
discovering something uncommon and sur- 
prising. Uncommon, because an insight is a 
truth that people sweep away into the hidden 
corner of their minds. Take the recent air host- 
ess TV commercial for Fair & Lovely. The insight 
was about how parents, even today, yearn for a 
son over a daughter. This is not something any 
mother or father would mention in a research 
focus group. It is so politically incorrect to do so! 
But they love the story— it touches a raw chord. 

Insights come from personal experiences. 
Introspective people explore their minds to 
come up with touching, surprising truths that 
lead to great ads. And creativity connects the in- 
teresting truth with the communication task. 
Observation is another great source of insight. 
The VIP ‘Hands Free Comfort’ ad came from an 
observation that people unconsciously ‘adjust’ 
their uncomfortable underwear in public. 

Agency brainstorming sessions help speed 
up insight generation. They allow us to lower 
our ‘rational mind filters’ that kill ideas before 
they are born. Brainstorming leads people to 
come up with stupid ideas because surprising 
truths are often rooted in ‘stupid’ thoughts. 
Another good process is ‘immersion’: team 
members live like consumers, observing inter- 
esting behaviour and exploring what leads to it. 

Ads without insights are stories without 
soul. They fail to inspire any change — in atti- 
tude or behaviour. Ads might get noticed for 
good execution, but without a good insight the 
impact would, at best, be ephemeral. The disco- 
very of an effective insight is the most intuitive 
and valuable step in advertising creation. W 
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While many feel that brand 
manager- proofing brands is 
a bad idea, Geetum wants 
Alto to spend some time 
examining the minds it hires 


MEERA SETH 


ENKY shook his head. Until a month ago, 
Alto was a simple company, made up of 
simple folks who went about their jobs 
quietly and goods got sold; or at least 
made it to retail. Then the CEO appointed 
a mentoring group after some froth was 
whipped up at one of those global meet- 
ings — Does your employee believe in you?' Then this group 
had a farmaan to spot glitches in the system and resolve them. 
The debates and arguments had now reached fever pitch at 
Alto. Devika and Mihir bunched with Kunal, the agency man. 
Venky sat on a fence. Shiamak was on a fence too — but not 
theoneon which Venky sat. Tany and Aman — thoroughly be- 
+. fuddled by the monster they had let loose in the lamb-fold — 
"^... looked for comfort and reassurance. 

— -: While serious and profound interlocutions wrapped the 
‘mentor group, the two ‘juniors’ stared at each other, wonder- 
ing if they should enter the fray like a half-trained Abhimanyu 
and then die in the ensuing heat, with no rescue team. 

Together they approached Geetum Dayal, the MR man- 
ager. They gave her the arguments for and against, and argu- 
ments which were neither for nor against brand manager 
(BM) proofing brands. “But what the idea has also done is left 
many in brand management feeling undermined,” said Tany. 
“Rather than simply look at it as a BM problem, we are of the 
feeling that it is a skill set, person-fit issue. | 

"Alto is now noticing that its approach to brand manage- 
ment is becoming seasonal, i.e., every new BM who comes in 
decides he needs to undo what the last guy did and starts on a 
new approach, if nothing, at least to show that he did some- 









thing new. Plus, remember that tenures for BMs are pretty 
short. What happens is these kinds of changes and new ap- 
proaches cause violent shifts in brand thinking which, in the 
long-term, affects the brand — it's seen as confused. One sug- 
gestion which found favour was to audit brands quarterly, or, 
during every proposed change, to make sure the change is not 
BM-led, but consumer-led. And this put the spotlight on the 
BM. So now the mentoring group is wondering about taking 
this up with HR and telling them we must 'brand manager 
proof' brands. This implies that the management defines and 
builds a context and boundaries around every brand. That 
would mean redefining the cans and cannots of a BM!" 
Elsewhere in the organisation, Devika and Mihir spoke to 


Shrini, the HR head. Needless to add, Shrini was startled. He 


said: "What you are also saying is, audit the BM from time to 
time...but for what? On the face of it, it's a nice new way to look 
at an issue. But really, is this a human characteristic or a func- 
tional one, where we need to define roles and participation 
more acutely? And how do I get the buy-in of marketing man- 
agement? I mean, won't they see this as an interference?" 
Shrini was quite happy to accord it the importance he 
would any corridor conversation. Yet he was unable to let it 
pass. The more he pushed it away, the more it came right back 
to haunt him. So Shrini roped in his team to think along with 
him. He said to them: "The brand folks are confusing issues. 
Alto wants dynamic managers and actively sources dy- 


ANTHONY LAWRENCE 
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| namism on campus. But once they are hired, marketing does 
not want that dynamism gushing forth. They want robots. 
And so they set up HR to BM-proof brands. What is this! The 
rofile of people being inducted into an organisation also de- 
vends on the stage of evolution in the business cycle and the 
trategic direction they want to take. We have thus profiled 
and chosen people who are creative, can challenge the status 
- quo, build stability, etc. Equally, at more senior levels, we look 
¿for people who can keep things stable, but who are also 
growth-oriented and look for ways to extend the brand and 
takeitto the next level. I really don't understand this whole de- 
ate on BM-proofing. I don't think the solution lies in fine tun- 
-ing one function or role!" 
. AtulVaidya, one of Shrini's better managers, said: “I do feel 
this is line management's responsibility, not HR's. Line has to 
fine tune the roles and decide how it has to be played; HR can 
only collaborate. We can suggest ways to map personalities at 
'the recruitment stage. There are several interesting instru- 
ments in the market — all ofthem focuson understanding the 
ndividual from their emotional make up in terms of feel- 
 ings/emotions, response to conflict, interpersonal skills, etc. 
_ There are some tools which are better than others because 
-. they map the ‘ideal profile’ for the job based on diverse re- 
. search and then map the candidate's profile to that ideal pro- 
file. Recently, I came across an interesting instrument which 
focuses on the values of the individual: what behaviour pat- 
terns is the person likely to show and the reasons why? What 











motivates this person in the professional and personal. 


spheres of his life. Maybe we want to use some of these? 
us “See, Iam not sure if this is about personalities or manage- 
... mentstyles.You can hire any kind of person and yet the man- 
‘agement ethos can be made to prevail." 


HRINI was thoughtful. He said: ^For all these years we 
called them BMs and told them to manage brands. 
Now we are going to continue calling them BM, but 
a _ take away management! Maybe you are right Atul, is 
-> this really HR's domain? But let's play along; let's keep rolling 
this over and see where we get. The broad idea behind Devika's 
- Suggestion may merit serious thought. I don't know... Anyway, 
 Jetitrestfor now.” l 

.  Butrestit did not. Small ripples rose higher and higher and 
_ became bigger ripples. Venky, a marketing manager, noncha- 
3 lantly mentioned it to Gunesh Gupta, a business head. "The 














- one level, it gives me immense relief that it might be enacted 
and I don't then have to worry about snooping behind my 
BM'’s back to see if he is playing with a brand. But at another 
level the whole idea of boundaries seems unacceptable." 
Gunesh chased the idea around his head as he would an 
errant piece of supari that stuck itself in his teeth — wanting it 
"out, yet wanting it ‘in’, enjoying the chase and finally trapping 
it between his front teeth for an incisive bite. Likewise, he let 
the idea run amuck in his head and he kept after it, not letting 
itgo  notletting it stay. 
os "BM-proofing a brand is nice but an idea full of contradic- 
... tions,” he said. "It contains opposites so there is some tension 
_ inthis idea. Brands are supposed to be dynamic and changing 
with changing customers’ needs and preferences, but at the 
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same time have to be recognisable/identifiable dos acertain 
core: proposition, product, identity or philosophy Therefore, 
it must have an underlying ‘consistency’. 

“The idea of BM proofing a brand is, duis i in conflict with 
that idea. We want people from diverse and rich backgrounds 
to bring in fresh thinking and change the brands to make 
them dynamic, progressive, differentiated and more compet- 
itive, but, at the same time, not destroy the brand by altering it 
completely. If you will now BM -proofthe brand then why talk 
of a variety of talent? Why bother with campus selections and 
management training? | 

“The issue is not whether HR shiould profile/ iae mould 
people who will not indulge in knee jerk: Or completely self- 
driven actions on brands. This is a job-specific i issue, hence, it 
is the job of marketing managers or marketing directors to 
manage it. Is the solution in hiring robots who will do as 
directed, especially when you know that the brand 
itself has to keep changing? Can you even en- 
rich the brand by making iron-clad rules 
around it? 

“But what happens when such . 
short-term action on a brand is 
taken by senior managers or even 
marketing directors driven by 
short-term quarterly results 
and other performance pres- 
sures? That should be the issue. 
Are we saying only BMs do 
this? In fact, I would think the 
acts of BMs are far less dam- 
aging, harmless. How many 
instances can I list for you 
where a senior marketing pro- 
fessional have gone completely 
mad and rogered a brand? So, 
these are not solutions. At bestI _ 
can take a part of Devika' idea and 
build a brand charter, but I will not | 

whack my BMs. They are good boys 
and believe me Venky, thanks to them we 
see some new angles on our brands." 

. Venky agreed, but open to debate as he was, 

he asked: "So who should be the custodian of the 
brand and from whom should the 'brand' be protected? 
And hou?” Gunesh grew serious: “If we go by formal manage- 
ment styles, the CEO and the board of directors should be the 
ultimate custodian of brands and any significant shift in a 
brand must be approved by them. This will ensure that even a 
marketing director will not be able to drastically tweak a brand 
in the short-term. The brand map or blue print must direct all 
acts on the brand. Be it a BM or the leadership. 

“To be sure, the micro-elements of the marketing plan 
must be consistent with the long-term vision ofthe brand; not 
destroying the brand in any way via short-term actions is the 
responsibility of the marketing director and no one else. But — , 
one thing I will push for with HR is that the year end appraisal 
must not recognise short-term actions, nor reward them. And, 
this is critical, the tenure of every BM/MM must be increased 
to atleast three years on a brand/product group." 
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Equally, Gunesh averred that often brands had to change. 
Not always because the times demanded it, but when a robust 
- .. brand with great values needed to add to its personality and 
- get anewlease of life. Stunning examples of such efficient and 
. effective changes which he enjoyed quoting during his lec- 
— .turesintraining were Lifebuoy and Dove. “How and when and 
. why do the brand constituents need change? The answer is 
... Simple: because it needs to be changed. Lifebuoy changed it's 
core from ‘germs’ to ‘health’, Dove changed from'1/4 moistur- 
izing’ and 'verisimilitude' to ‘beauty without artifice. Brands 
need to change and must be allowed to. I think brands know 
when they need to change.” This was an oft quoted line from 
his lectures and he repeated them to Venky. 
` Continuing, he went on: “But such change cannot be 
himsical cannot be emotional cannot be panic 
. driven. In short, it cannot be reactive. The change has 
7 to be responsive to a genuine need for change de- 
rived through an intellectual process of dis- 
criminating the situation; not a feeling- 
based one, which unfortunately a 
number of our brands manifest. And 
that is so because we, the BMs, re- 
act with emotion and do not re- 
spond with intelligence. 
"For one, the change must 
be approved by the CEO and 
the board. The CEO, the lead- 
ership, therefore, has to be 
deeply in sync with the 
brands ethos and spirit. Not 
in sync with the competi- 
tion's brand's ethos. Which is 
why we end up doing a lot of 
Tme-too acts. Stupid, but 
there! Dump this whole BM- 
proofing nonsense. Devika has 
homed in on the right point ofcri- 
sis, but am not buying her solu- 
tion. Instead, create a control check 
point in the brand's movement, where it 
has to pass muster with the real custodian, 
the CEO. Make him responsible, I say! Not the 
| agency! Which brings me to what the agency peo- 
le are now claiming as their fort — didn’t that Kunal tell 
youhe owns the brand? Tell me another!” 
This last remark from Gunesh was in response to Venky's 
alarm over the agency asserting its place in the brand owner- 
ship. "Bosh and nonsense," said Gunesh. "Delusions of 
grandeur, if at all. Ask him what happens if we change agency! 
Will he move with the brand? Or will the brand cease to exist?" 
Then after some more ‘chasing around’, Gunesh said: 
"Change the culture ofthe marketing function, place the CEO 
atthetop — and let him know that's where he belongs — rather 
than 'BM-proofing the brand' Reward long-term thinking, 
. havetheright measures to track and reward and have the right 
` - appraisal mechanism to do so." 
— — Ashappens with ripples, one ripple led to another ripple 
and there were small whirlpools set in motion all over Alto. 
Geetum, further away in MR, who gave the BM-proofing her 
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own perspective, said: "OK, listen to this. We use quali meth-- 
ods in marketing research, right? Why can't we use quali meth- 
ods in HR too? Real effective quali tools can be devised, but 
only if people are open to the idea. Talk to Gunesh and Shrini, 
we can toss it around." Devika looked glazed at this revelation - 
and said: "What do you mean quali in HR?" 

Said Geetum: "Quali in HR processes does exist undera - 
guise, but is limited to psychometric testing and interviews, 
which are restricted to recruitment, not for transfers, job pro- 
file change, promotion, etc. The only test is prior performance _ 
(which could be ona different wicket altogether). Asaresultof — 
which there are cases when managers who were studs in sales — 
turn out to be duds in marketing. And vice versa. Ideally, when 
companies are recruiting management trainees, HR should 
do extensive testing and make a ‘career story’ for each recruit. 
This ‘career story’ should be added to during every appraisal 
and become the grail for any job movement of the employee. 
That is what I mean. It should encompass not just the skills — 
and aptitude but also interests, preferred career movements 
from the employee's perspective, etc. 


AM not saying quali tools are a solution for reining in 
trigger-happy BMs. BM-proofing is ‘post-event’, 
| Whereas, we need to start before the event. I have gone a. 
few steps beyond the problem and come from a position 
where I am saying, an organisation needs to spend some time 
examining the minds it hires. We like our people forso many 
qualities; we just need to blend and mix them in an effective - 
way such that both individual and organisations benefit. f we | 
do so, people like BMs will respond better to any management” 
situation, including a brand's performance — and not shoo: 
from the hip. What we want at the end of the day are good © 
managers, which will lead to good brands." = 

Quali research, said Geetum, had a nanosecondinthesun . 
of HR application many years ago, when, as a consultant with 
an MR firm, she spoke to a client about using it, convincing — 
him that many of the quali techniques used in research were 
applicable to training and recruitment. She said: "Many HR 
managers will tell you, however, that they already do use- 
them: group discussions, projective questioning used in inter- 
views, training sessions using some of the group techniques, 
etc. Is it used in a focused and ‘institutionalised’ manner? That 
is up in the air. [suspect most companies are so pressed for 
time and have to produce quarterly results, that training isn't 
what it used to be. It's not happening in many places beyond 
some token stuff. 

“The way I see this whole situation is very simple: there is 
anemployer, an employee and a brand. The employer has one 
perspective of the brand and what his employee should be do- 
ing to enliven it. He also has a perspective on how to grow the 
individual employee. The employee has another perspective 
of that diktat, plus he comes with his own mind, don’t forget, - 
hence, how he wants to grow. Both use the brand as a vehicle. 
for their individual and job growths. Result: capital chaos. All - 
we need to do is reduce the gap between the two perspectives - 
by redefining their individual perspectives. Half the reason 
why employers are shell-shocked when an employee resigns — 
or says nasty things in an exit interview is owing to this.” 

An enchanted Mihir arranged for Shrini to include Gee- — 



















tum in the discussion. So what was originally a ‘we can't have 
BMs tweak brands at random, somebody must stop them’, 
had now moved on, becoming 'what is HR doing?" Shrini, for 
his part, was captivated by all this. Now they were talking real 
HR language and not asking him to throw darts at unsuspect- 
ing BMs. He liked this. Getting up, he drew a matrix on his 
hiteboard and explained to Geetum: "If I put the BM-proof- 
ing on one end and the career story kind of democracy on the 
other, I actually get three schools of thought (Shrini loved 
complex calisthenics with jargon): 
..— 1. The individual is hired for the values and potential he 
_ possesses, and then it is up to him to progress his career based 
-on past experiences and new capabilities he develops. 
.. 2. Theindividualis hired into a particular function and his 
- progression is restricted to that function; and he will move 
Within the confines of that function and will also be con- 
:Strained by the levels in that function. 

- . 3.The individual is hired into a function, but the functional 
leader and HR play a proactive role in looking at capabilities 
: and preferences to provide newer experiences and develop- 
-ment for mutual benefit. Therefore, we see increasing empha- 
sis on the line manager taking an active part — not just HR. 
_ Tapping the third one, Shrini said: “This one will work for 
_ today’s times. At the individual level, this is about getting them 
to talk about employee aspirations and what they would like 
to do in terms of different roles. So here begins the career story, 
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CASE STUDY 
and it is for the line manager to talk to them about their career, 
not necessarily just HR. Sometimes a career story gets re- 
stricted. What is importantis to talk to people about what their 
strengths are: what sort of roles do they aspire to and what de- 
velopment do they need? People don't always know where 
they want to be or what they want to be; some evolve as they 
grow with the organisation. 

“But critically, we should allow people to have an ongoing 
menu of jobs to choose from, but through an interview 
process. All key positions should be openly posted or several 
people from the succession planning list should be invited to 
apply and go through a formal interview process. I find that an 
assessment centre is a fabulous way to assess people. Every- 
one is on the same platform and goes through a series of exer- 
cises; the assessors are drawn from high potential people in 
the business and the best person is selected. 

"You know Geetum, people stay with organisations when 
the values are in congruence, when there is transparency and 
perceived fair play in the assessment and development 
process, when they know that there are no biases which can 
preclude them from growing in the organisation." 


EETUM wore a completely glazed look and said: 

"Sorry Shrini, you lost me long ago. I am glad I 

didn't go to management school! Imagine if both 

of us spoke that kind of language! Let me speak 
in history and psychology. The main issue that I am trying 
to sell is this: people are no more about statistics, 360 deg- 
rees, sigmas, performance ratings and gobbledygook. Much 
before all that, much before evaluation and assessment, 
comes the individual himself. What have you done to shape 
and build him? And while doing all that you have to bear two 
things in mind: One, the specifics of your own organisation 
and two, the fact that the manager you are shaping/moulding 
can well leave. 

‘And, hence, the shape and moulds we have given people 
so far have been more about how they will fit into the square 
holes in my organisation. But today, employees are coming in 
numerous shapes. Worse, they are proud of their so-called 
misfitness, so they are saying: ‘Hey look, I am not a neat 
square, I have a skew on my northwest, a curve on my south 
east... and the resultant shape is awesome’. So now employers 
can no more fit people into jobs and organisations, but first 
understand how they are shaped, what makes them tick, get 
to the core and then assign them jobs that will enhance the 
employee and jobs which the employee will enhance. 

" Which is where quali tools are extraordinary. Rating an 
employee on the basis of what he did in the hole you stuffed 
him into is unfair. You need to step back and either build new 
holes, or fit employees according to their shapes. Plus, know- 
ing his/her shape, you need to work on those shapes. Which is 
where career stories come in. In short, in a vedantic manner of 
speaking, you have to enable self-realisation, as the organisa- 
tionis only the medium. 

"So what am I saying? Rather than BM-proof across the 
board, go back a few pages in an employees life and examine if 
he has what it takes to be a BM. My take is, not all humans are 
designed for brand building. You can tell the difference if you 
include some serious quali tools in HR sculpting!" B 
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E can see that Alto is going 
through a very interesting 
process — and I believe 
such reflective processes 
are critical for renewing organisations. 
Engendering a constructive dialogue is 
essential, but in most cases, the success 
of these processes are more dependent 
on the kind of questions we ask, rather 
than in the answers themselves. An- 
swers are normally coloured with an in- 
dividual's ‘school of experience’. 

Reframing and asking the right 
questions is an essential skill for busi- 
ness leaders, especially those initiating 
change or transformation. Red herring 
(and in a way, prejudiced) phrases like 
‘BM -proofing brands’ are normally 
counter-productive as we engage in 
such reflections. 

Which then brings us to the 
question on the role of HR. Suc- 
cessful, professional organisa- 
tions have high expectations 
from HR. As one would see it now, 
the prime role of HR is to help 
build capabilities that will make the 
organisation win in the marketplace. 
And capabilities are built through the 
interaction of people, formal organisa- 
tion and processes, and the informal or- 
ganisation — the culture. All of these 








need to ‘fit’ (borrowing from David 
Nadler in his Competing By Design). 

From another perspective, HR can add 
value in two ways. One, by bringing in 
functional expertise and systems, much 
of what Atul Vaidya mentions. Second, 
by questioning operating processes, 
challenging status-quo or ‘holy-cow’ 
beliefs, and partnering with the busi- 
ness/line managers in solving organisa- 
tion issues. Shrini is bang-on in plough- 
ing right into these issues. He can offer 
great value to the whole process by or- 
chestrating the dialogue and facilitate 
change in the organisation. 

So what, then, are the real issues? 
What questions should the CEO be 
asking herself? Given that brands and 
people are the core of the FMCG com- 
pany, she should probably be ask- 
ing: “As a company, do we have the 
right processes, structures and peo- 
ple to manage and leverage our bra- 
nds for sustainable growth?” Brands 
are a legacy that we leave behind... 
so Alto needs to put consumers and 
brands at the centre of its operations. 
I suspect that lack of leadership 
prompts its brand managers to be veri- 
table cowboys. 

Alto’s managers have a paradigm 
that they need to seriously reconsider. 
The paradigm is that enterprise and cre- 
ativity means you should have a license 
to do anything to the brand, and that if 
brand managers are given a brand char- 
ter, then they can no longer be creative 
and entrepreneurial! I would reframe 
that paradigm to say that, in fact, you 
need more creative and passionate peo- 
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ple to bring your brands to life in the 
market, given that they need to work 
within a given brand framework. A syn- 
ergy of focus and creativity leads to 
long-term sustainable growth, whereas 
only creativity leads to diffused activity. 

Next comes this issue of the use of 
‘quali tools’ in employee selection. A 
tricky area, as I believe that selection is 
already fully ‘qualitative’ things! In the 
current context, I find that selection is 
normally a best-fit rather than the ideal 
or true-fit. Why? There is already an im- 
plicit self-selection in the kind of people 
who apply to you, and most selection is 
then done under situations which are 
far from perfect. Therefore, it is critical 
that we establish a rigorous process by 
which we hire what we need. 

The biggest issue in quali tools is that 
we don't often know what we are looking 
for. Defining that, in terms of observable 
behaviour, is the first step. For assessing 
areas where behaviour is easily observ- 
able, we have many mechanisms: as- 
sessment centres, competency-based 
interviewing, group tasks/ discussions, 
etc. However, for testing the not-so eas- 
ily observable behaviours — like cre- 
ativity, consumer-intimacy, ability to 
generate insights, etc. — psychometric 
tests can be a guide. But again, we need 
to clearly identify what it is that we want 
to measure. More organisations are try- 
ing to detail specific observable behav- 
iours, and are designing selection tools 
to assess these, complimented by psy- 
chometric tests. 

However, more than just selecting 
the right person, it is the training, devel- 
opment, and other processes that deter- 
mine the kind of people we have. From 
the time people join organisations, they 

are watching signals, following role 
models and finding out what gets re- 
warded — all while balancing their 
own personalities and strengths. 
Alto has to ensure that all the 
processes its leaders create are 
aligned to the behaviours it needs 
for success. Studies show that the 
impact of 'leadership' in role- 
modeling behaviour is far more 
than any other variable. Gunesh is 
right on the ball in this respect. Alto 
needs leadership and a long-term 
perspective. Knee-jerk reactions such 
as ‘BM-proofing’ are traps they should 
not fall into. m 
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BRAND is the equivalent to 

‘family values and traditions’. 

In the case of family values, the 

ownership of passing on the 
core values of the khandan lies with the 
elders, who were entrusted with these 
values by their predecessors. 

Similarly, in an organisation, it is the 
CEO who defines, translates and en- 
sures the adoption and proliferation of 
the core values. He is entrusted to nur- 
ture these values further, make them 
contemporary and pass them on. This 
does not happen in a day, a week or a 
year — it can take a lifetime. An exam- 
ple of this is your daily newspaper. 
The masthead, the layout and the 
subjects chosen for its editorial 
page change during your lifespan. 
However, the changes, though 
continuous, are so subtle that you 
as a daily reader do not notice 
them while they are being 
brought in. If you do not believe it, 
try finding a copy ofa daily newspa- 
per when you were 16. 

Who is to blame if the head of the 
family (read: CEO) isn't ready to take on 
this responsibility or has abdicated it to 
some nephews (read: the heads of HR 


and marketing in the mentoring 
group)? The next generation — with 
their limited experience and influence 
from their immediate environment — is 
likely to adopt the most suitable way of 
life it deems fit. This could happen ina 
family where the elders are too busy 
managing their own survival or are not 
geared towards mentoring. It certainly 
happens in organisations with insecure 
or incompetent CEOs. 

Gunesh is right when he says that 
‘robust brands’ need to change with the 
times. He cites examples of Lifebuoy 
which changed its core from ‘germs’ to 
‘health’ and Dove which moved from 
‘1/4 moisturising’ to ‘beauty without ar- 
tifice. However, it was the need to main- 
tain the core values that prevented 
Lifebuoy from being advertised as the 
‘cheapest’ soap and Dove to be en- 
dorsed by film stars. Change for the sake 
of change or without a perspective can 
have disastrous consequences. 

In situations like the one that Alto 
faces, what gets noticed first is what ap- 
pears above the line — areas like adver- 
tising and public relations. However, a 
quick audit across Alto's organisation 
would reveal a proliferation of similar 
open issues indicating impermanence 
and anarchy. The disparate and inexpe- 
rienced solutions put forth by individu- 
als in response to the call for BM-proof- 
ing bear testimony to this. 

Management by committees is a 
great tool. However, it is best harnessed 
when these groups come together for 
ideation and go out to implement the 
ideas in project teams. The teams obvi- 
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ously assume greater ownership of the 
end objective and work more effectively 
towards it. The suitability of the objec- 
tives and the means to achieve these 
have the CEOs approval. This is similar 
to the head ofthe family approving deci- 
sions related to relocation, higher edu- 
cation of children, marriage, etc. 

At Alto, the approach to branding, 
just as the approach to other issues, 
seems very 'seasonal' Each new BM fol- 
lows the three proverbial Rs: re-design, 
re-launch and resign. In situations such 
as the above, to set up a brand audit 
would be akin to treating the effect and 
not the cause. 

Is the brand equal to an ad film de- 
picting abunch ofteenagers prancing in 
the rain, conspicuously consuming 
your product? Or, is it a smug portrait 
shot of a famous sports personality on a 
third of a billboard, while the rest of it 
lists the features and benefits of your 
product? If the brand equals something 
as trivial as these images, then a BM has 
every right to come on board, change 
the location of the teenagers from a 
playground to a class room or a coffee 
shop, replace the sports person with a 
skimpily clad model and move on. 

The BM s role description is often 
limited to creating and releasing adver- 
tisements for the brand. Most sales peo- 
ple I’ve met aspire for a marketing job 
because of the perceived glamour asso- 
ciated with sipping beer with creative 
people and celebrities, instead of the 
unglamorous chai-samosa with dealers. 
However, a real BM has responsibilities 
which go beyond making ad films. 

While other functions fulfill needs 
in the area of their domain expertise, it 
is the BM who has the best knowledge 

of the customer's needs. He needs to 
align the procurers, the producers, 
the porters, the placers and the pro- 
moters to these needs. An organi- 
sation that is not hiring individu- 
als with these capabilities or not 
creating an environment in 
which the BM can practice them 
is actually hiring order takers who 
are easy targets for bashing in the 
event of failure. 

It is no surprise then, that most 

successful CEOs have been through 
the grill of a BM’s role in their youth, 
without the organisation ever feeling 
the need for BM-proofing. = 
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FEW weeks ago, I plugged into a 
website and bought a DVD which 
I'd wanted to acquire for a long 
time — not available in stores 
anywhere in sight. Or, out of sight 
for that matter. I used a PayPal account and 
paid up using my Citibank card. Transaction 
done and over within minutes, my DVD 
arrived, neatly packaged, after a few days. No 
es problema. 

If you are an incurable shopaholic like I am, 
you may have long since gotten yourself com- 
fortable with buying online. But there are still 
enough people either unaware of the ease with 
which you can buy something online from 
abroad or who are extremely wary of the whole 
process. Not entirely without reason. 

No sooner had I used that PayPal account 
than a problema started. I began to receive a 
barrage of spoof mail — not on my address with 
which I had registered at PayPal, but on an 
email address from my browser. One email said 
I needed to verify my account; another warned 
me that someone had accessed my account 
and so I needed to re-confirm in a big hurry. 

These email messages look very real. While 
you may ignore them if you haven't got a PayPal 
account or aren't anywhere close to using one, 
it can be a lot trickier if you are in the middle of 
a purchase and transaction. 

For the uninitiated, PayPal is an Internet- 
based business that lets you transfer money 
to another email user, avoiding traditional pa- 
per methods such as cheques and money or- 
ders. There are other services like PayPal, but 
this is currently the king of the lot — it lets you 
send and receive money from a huge number 
ofsellers online. 

However, the likelihood of being the victim 
of a phishing trip goes up rather sharply on 
the Internet because of the spoof mails. Follow 
the instructions in one of them, and you run 
the danger of your personal information, in- 
cluding credit card numbers, being used for 
fraudulent purposes. But you don't need to 
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forgo the sheer ease of a service like PayPal be- 
cause of that danger. 

Instead, skirt deftly around it by being savvy 
about spoof mail. On the websites of services 
like PayPal, you usually find adequate instruc- 
tions on security and tips on what you need to 
do. Don't gloss over those. Spoof mail appears 
very real and very urgent — but also very un- 
specific. You won't find a way to really contact 
the sender, nor will you find information that 
specifically refers to you. 

The real PayPal will never actually ask for 
your full name, credit card number, driving li- 
cence, bank account number, passwords or 
even email addresses; not in an email that's 
completely opaque from their side. The fraud- 
ulent mail will give you fake links to click on and 
take you to a site that looks like the real McCoy, 
merely to collect your information. But as long 
as you ignore the mail, or even better, report it 
to PayPal, you'realright. You could go a step fur- 
ther and guard against phishing by download- 
ing the PayPal toolbar which will alert you if 
youre at the wrong site. Or download a toolbar 
at toolbar.netcraft.com (both Internet Explorer 
and Mozilla Firefox) for a wider coverage. 

To begin with, PayPal will take in your credit 
card number or bank account, and verify it. Af- 
ter that, you can email a payment to an online 
seller or even a friend. The transaction ensures 
that your credit card or bank account is imme- 
diately debited and the other account holder's 
is credited. As simpleas that. It's notjust nice for 
individual payments but great for businesses 
too. No FDI clearances, no currency change 
problems. The account you set up is free. What 
PayPal gets is a cut from the seller. 

By the end of the year, it'll be a war of the 
wallets as Google (according to many rumours 
and reports) sets up a service similar to PayPal's 
and gets itself a whole new revenue stream in 


the bargain. eBay, which owns PayPal, hasnt * 


done badly at all on that front. For you, the user, 
that war will mean more options and easier 
transactions. Get used to it. e 
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automotive systems 





Purnima Kajla, Senior Manager - Operations (Preformed Parts) 


Most women achievers are driven by... 


Motivation to go that 
extra mile 


Passion for success 


An inspiring employer... 


„Anand. India's front-line manufacturer of automotive components and systems. 


For the second year in succession, it has 
been rated among the top 25 'Great 
Places to Work’ in India. 

And what drives Anand 
commitment to nurturing its people. 


is the 


Education and development are an 
integral part of the Group culture 
and its people are provided various 
opportunities, including exposure to 
international practices through 
secondments to its global partners 
besides world-class knowledge and skills 


at its corporate university, Anand-U. 


> Sales Rs.18 billion » 17 companies » 5,300 employees > 10jJVs > I2TLs >» 


Purnima Kajla, Senior Manager - 
Operations (Preformed Parts) at 
Henkel Teroson, an Anand Company, 
says, “The high level of delegation and 
constant motivation has helped me 
achieve my goals both professionally 
and personally." 

We require: 

for Product 
Engineering at our plants in Pune, Nashik, 


Women Professionals 


Chennai, Hosur, Gurgaon and Parwanoo. 
Job Profile: 

Will be responsible for product design 
and development. 


Exposure to procedures like APQP, DFMEA, 
etc. and to 3-D modelling / FEA software 
is desirable. 

Eligibility: 

Engineering Graduates below 35 years with 
5-year work experience. Women with 
Science / Maths background may also apply. 
Please forward your CV along with a 
photograph within 15 days to: Geeta 
Nanda, Executive Assistant to the Chairman, 
at g.nanda@anandgroupindia.com 


For more on Anand, visit: 
www.anandgroupindia.com 


37 manufacturing facilities across 8 states 








OP quiz: If it takes one Mo- 
han Bhargava to energise 
one village to electrify itself, 
how many Mohan Bhar- 
gavas does all of India 
need? The conventional 
(and depressing) answer 
that comes to mind after watching 
Ashutosh Gowariker's Swades: several 
hundred thousand. Because that's how 
many amazingly backward hamlets this 
amazingly-forward-in-some-areas 
country actually has. 

The unconventional (and inspiring) 
answer that came to Bill Drayton's mind: 
Identify the Mohan Bhargavas of the 
world — individuals with the creativity 
and focus to really drive a Big Social 
Idea. Then, give them the financial and 
professional support needed to ‘scale 
up. After all, if pioneers in business 
could grow their companies by employ- 
ing venture capital, why not pioneers in 
the social sector? 

It was an idea elegant in its simplic- 
ity, yet revolutionary in its thought. Har- 
vard graduate and former McKinsey 
consultant Bill Drayton was convinced 
it would work. Thus was born Ashoka: 
Innovators for the Public, an organisa- 
tion whose mission is to develop 'social 
entrepreneurship' on a global scale. 

The term 'entrepreneur' generally 
brings to mind the likes of Bill Gates or 
Dhirubhai Ambani: individuals with 
drive, ambition and vision — and enor- 
mous bank balances. Entrepreneurship 
is so firmly associated with the creation 
of wealth that using it to describe non 
profit-driven leadership and innovation 
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A vision of the people and for the 
people, is social entrepreneurship 
for real? By Rashmi Bansal 


is initially a little hard to digest. 

But as management guru Peter 
Drucker so rightly puts it, not every new 
business is entrepreneurial and not 
every entrepreneurial venture must 
be in business. He defines an entrepre- 
neur as one who “always searches for 
change, responds to it and exploits it 
as an opportunity”. The individuals, 
whom Ashoka seeks to support, aim 
to do exactly this. 

While the term is relatively new, so- 
cial entrepreneurs have al- 
ways been around. Florence 
Nightingale, Mahatma 
Gandhi, Vinoba Bhave are 
vivid examples. The prob- 
lem, says David Bornstein, 
author of How To Change 
The World, is that histori- 
cally we have looked at such 
individuals as humanitari- 
ans or saints. 

“Great social entrepre- 
neurs are not the geniuses 
of society,” argues Borns- 
tein. “They are not the best 
educated or the richest or 
the most talented. Rather, 
they tend to be the people 


——ÀÁ—————— 


The problem that 
social entrepreneurs 
face is that, histori- 
cally, people like them 
have been looked at 
as humanitarians or 
saints, says David 
Bornstein in his book 
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who are the most strongly motivated 
in a particular area..." People who have 
done remarkable things, he says, didn't 
begin with the knowledge and capacity 
to run a large organisation. They acqui- 
red it along the way, step by step. 
Ashoka seeks such people and 'in- 
vests’ in them. Since the inception of the 
organisation in 1980, Ashoka has elec- 
ted 1,500 ‘fellows’ around the world, inc- 
luding 225 from India. Bornstein’s book 
chronicles the rocky but rewarding road 


“Wonderfully hopeful and enlightening... The stories of these social entrepreneurs 
will inspire and encourage many people who seek to build a better world.” 
~NELSON MANDELA 


How to 





a sti en 





some of these entrepreneurs have trav- 
elled — be it Veronica Khosa in South 
Africa, whose home-based care model 
for AIDS patients changed government 


health policy, or the Mohan Bhargava- | 


like efforts of Fabio Rosa in bringing af- 
fordable electricity to rural Brazil. 


UT, while these successes are in- 

spiring, how much they owe to 
Ashoka is unclear. A few Ashoka-sup- 
ported entrepreneurs have scaled up — 
and probably would have done so re- 
gardless of the Ashoka connection. Take 
Pratham, set up by Madhav Chavan 
in 1994. A big idea in the field of univer- 
sal primary education, initially par- 
ented by Unicef and subsequently ICICI 
Bank, Pratham is achieving a fair degree 
ofimpact nationally. 

Elected an Ashoka fellow in 2002, 
Chavan observes: "Ashoka was not in- 
strumental in shaping or scaling up my 
work in anyway. That happened inde- 
pendently." The same appears to be true 


of Shaheen Mistris Akanksha which | 


provides slum children innovative sup- 
plemental education. Mistri was elected 
a fellow in 1998 and says: 

“Ashoka has a lot to offer..but] | 
haven't really used it myself.” | 





SOCIAL ENTREPRENEURSHIP 


The monetary support Ashoka of- 
fers is valuable, but modest. Ashoka’s In- 
dia budget, for example, is just Rs 2 
crore. Fellows receive a small stipend 
(approximately Rs 12,000-15,000 per 
month) over three years. It basically al- 
lows the entrepreneur to concentrate 
on mission-critical tasks without worry- 
ing where the next meal is coming from. 
However, the credibility that Ashoka 
lends — thanks to its rigorous selection 
process — can provide the leverage to 
raise additional funding (See ‘Needle In 
A Social Haystack’). 

What most fellows really value 
is Ashoka as a professional network — 
a meeting place for exchange of ideas. 
Efforts such as Fellowship Support 
Services and Global Collaboration 
Grants aim to bring together people 
working in similar fields. Then, there's 
the Citizen Base Initiative which focuses 
on creative fund-raising and volunteer 
management. 

The ultimate goal is to implement 
‘blueprints’ across communities, even 
countries. Of course, it doesn't always 
happen. Sohini Bhattacharya, director 


Madhav Chavan's social initiative, 
Pratham, was initially supported by 
Unicef and subsequently by ICICI Bank 
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Needle in a social 


haystack 





NE of the key issues 

Ashoka faced early on 
was identifying deserving 
social entrepreneurs. So it 
established the practice of 
inviting nominations from 
local journalists, academics, 
NGOs and, in time, previous 
Ashoka fellows. Drayton put 
on his management 
consulting hat to devise a 
rigorous assessment based 
on four parameters 


li Creativity: Is it a new 
and potentially pattern- 
setting idea? 


E Entrepreneurial ability: 
Ashoka looks out not for the 
altruist, happy to run a single 
village school, but the 
entrepreneur, who has a new 
vision for rural primary 
education. 


E The 'bigness' of the idea: Is 
there a potential application 
across communities? 

In other words, is the idea 
replicable and scalable? 


B Ethical fibre: Individuals 
with a high sense of integrity. 


Ashoka estimates that 97 
per cent of its fellows stick 
on to what they started. The 
profile of fellows is both 
professionals (MBAs, doctors 
and engineers — elites who 
wish to contribute to society) 
and grassroot level workers 
(those who have actually 
suffered and wish to effect a 
change). Many have been 
through a personal crisis 
related to the issue, or have 
seen someone close to them 
do so. Says Ashoka India's 
Sohini Bhattacharya, only 
half in jest: “I’m sometimes 
scared at the passion our 
Fellows have!" 









(venture program) at Ashoka India, re- 
mains optimistic: “We believe four out 
of 10 of our projects can be replicated 
elsewhere, and that 50 per cent of these 
projects will go to scale.” 

Measurability of social entrepre- 
neurship isa grey area. The ‘impact’ ofan 
idea is not always quantifiable in terms 
of number of people benefitted. Ashoka 
believes every project that it supports 
will, in some way, influence people's 
thinking or lifestyle in terms of change. 
For instance, social activist Javed Abidi 


——— 





Shaheen Mistri answered 
*3 the cry to support slum 
-4 children — with Akanksha 


— 


Auc, tl 
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has been fighting for rights of the dis- 
abled in India. His efforts were instru- 
mental in the Disability Bill being passed 
in Parliament. 

Meanwhile, Chavan's Pratham has 
reached over a million children, having 
reached across 12 states directly and in- 
directly. With its ‘learn to read’ pro- 
gramme in the first half of 2003, it cov- 
ered 150,000 children at a cost of less 
than Rs 100 per child. When imple- 
mented by government school teach- 
ers, the cost per child worked out to Rs 


Are B-schools grooming social entrepreneurs? 









how to really build ‘capacity’ for 


a wider impact. 


Mexico, South Africa and India. 





A RECORD 129 B-school teams from around the world 
participated in the 2004 Global Social Venture Competition. 

The three categories are medium growth, high growth and 
‘social return on investment.’ This social venture competition is a 
partnership between UC Berkeley’s Haas School of Business, 
Columbia Business School and London Business School, supported 
by the Goldman Sachs Foundation. 

The future, Ashoka believes, lies in 
building partnerships between social and 
business entrepreneurs. And to figure out 


programmes which could and should have 


The Centre for Social Entrepreneurship, 
in partnership with McKinsey & Co. in 
Brazil, provides pro bono ‘strategic 
management and consulting’ to Ashoka 
fellows. The Firm, where Bill Drayton 
remains closely connected, is reportedly 
expanding the concept of the Centre for 
Social Entrepreneurship to Argentina, 
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10 orless, largely because the infrastruc- 
ture is in place. The Akanksha initiative 
also has some promising results to 
show, having scaled up from 15 children 
in 1991 to more than 1,620 children at 36 
centres in Mumbai and Pune, and 800 
children children in a municipal school. 

Although the Ashoka initiative 
is highly respected, not everyone agrees 
with Drayton's definition of social entre- 
preneurship. Vijay Mahajan of Basix 
India, who has spent over two decades 
addressing the issues related to liveli- 
hoods in rural India, defines social 
entrepreneurs as people trying to ad- 
dress social problems through ‘busi- 
ness-like methods’. He cites Sulabh 
Sauchalay which attempts to meet the 
needs of urban sanitation through in- 
novative means, but ones that are ulti- 
mately self-sustainable. 

Of course, he admits, not all social 
needs can be met with ‘business-like 
methods’. Hence, charitable institutions 
will always have a role to play. In addi- 
tion to this, Mahajan asserts, some of 
the biggest social success stories have 
been efforts like eradication of small pox 
and the India Mark II hand pump 
(which resulted in access to safe drink- 
ing water for millions). Both involved 
the government in a big way. 

Ashoka fellow Jeroo Billimoria 
would agree. Childline, the 24-hour 
emergency helpline for street children 
she pioneered, was able to set up opera- 
tions in over 50 cities by partnering not 
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Javed Abidi's (second from 
left) efforts were instrumental 
in the Disability Bill being 
passed in Parliament 



















two oe Place to Work Surveys." The E prove 
Indian workplaces are fast catching up v | th their 
counterparts and are, in some cases. even showing the 


way to them. And things are only: going: to get better. 
The survey itself has both mirrored. these changing 
times and also initiated chem. Today it's conducted in over 
20 countries of North America, Latin America, Europe, 
Africa and Asia. The annual results receive worldwide attention 
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Klaus Schwab of World Eco- 
nomic Forum launched a glo- 
bal initiative in 1998 to pro- 
mote social entrepreneurship 
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only with NGOs but the Department of 
Telecommunications, the Ministry of 
Justice and Social Empowerment, local 
police officials and hospitals. But the 
very fact that such partnerships are hap- 
pening points to the growing influence 
of the ‘citizen’ sector. 

There has been a phenomenal rise 
in NGO activity — on a global scale. 
Bill Drayton estimates that non-profit 
is the fastest growing sector worldwide. 
The number of NGOs in the United 
States alone has doubled from 500,000 
to 1 million in the last 10 years. It is 
essentially a response to the post- 
Thatcher world where governments in 
richer countries are consciously shrink- 
ing their welfare role. And in poor coun- 
tries, shirking it. 

The traditional methods of dealing 
with unmet social needs, such as char- 
ity, have not proved to be enough — or 
effective. But the idea of social entrepre- 


The NGO world’s best-kept secret 





ONSIDERING the very name of the organisation and the fact 

that India was the country where Ashoka elected its first two 
fellows, the brand fails to ring a bell with Indians outside non- 
profit circles. Of course that hardly bothers the diminutive 
Drayton, who has been variously described as a guy with ‘the 
determination of Jobs and the brains of a Nobel laureate’. 

Bill Drayton has a strong India connection. As a young man, he 
actually travelled with Vinoba Bhave from village to village 
observing the Bhoodan movement. 

And his choice of the name ‘Ashoka’ was no coincidence. 
Drayton did name his organisation after third century BC 
Emperor Ashoka, a man he considers to be one of history’s most 
tolerant, global-minded and extraordinarily creative leaders. 

Before founding Ashoka in 1980, Drayton had founded the 
‘Asia Society’ in high school in the 1960s, followed by the 
‘Ashoka Table’ at both Harvard and Oxford. The name obviously 
stuck for the institution he created to develop and legitimise 
social entrepreneurship. It has identified and supported Fellows 
across 53 nations. Drayton emphasises on the role of Ashoka 
‘to make everyone a changemaker’. “To help create a world 
where everyone has the freedom, confidence, and skills to turn 
challenges into solutions. This allows each person the fullest, 


richest life... 


“As the field matures, Ashoka is no longer alone. It has a 
growing number of partners and potential partners,” he asserts. 
For more on Ashoka, pick up David Bornstein’s How To Change 
The World: Social Entrepreneurs and The Power Of New Ideas 
— now out in an Indian edition. Ashoka can be reached at 
ashokamailGvsnl.net, or just visit its website: www.ashoka.org. 
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neurship is now capturing the imagina- 
tion of a new generation of philan- 
thropists such as Jeffrey Skoll who made 
his millions by co-founding eBay. 


E social entrepreneurship a signifi- 
cant movement or a fad? Skoll be- 
lieves there is a parallel to 100 years ago, 
when the field of business was taking 
root. "Back then, there was a grou- 
ndswell... a lot of activity. But no one 
was formally examining the principles 
or underpinnings of what was going on. 
Around then, we began to see business 
schools and academic institutions tak- 
ing an interest.” 

This is what social entrepreneurship 
is seeing today — with several B-schools 
incorporating the subject in their cur- 
riculum (See 'Are B-schools Grooming 
Social Entrepreneurs?’). Skoll has esta- 
blished a Centre for Social Entre- 
preneurship at Oxford University's Said 
School of Business. 

Further, the former president of 
eBay used $34 million from the pro- 
ceeds of his company's IPO to set up the 
Skoll Foundation. Its mission is to ad- 
vance global systemic change by "in- 
vesting in, connecting and celebrating 
social entrepreneurs". Using a selection 
procedure very similar to that of 
Ashoka, the Skoll Foundation has given 
around $2.5 million to a dozen chosen 
organisations. 

Another notable effort is the Schwab 
Foundation for Social Entrepreneurship 
in Geneva, founded by Klaus Schwab, 
president of the World Economic Fo- 
rum. There are several other individuals 
and foundations now, working to iden- 
tify and promote social entrepreneur- 
ship. In some way or the other, all these 
initiatives are influenced by the Ashoka 
philosophy. More than the success of in- 
dividual fellows, Ashoka’s contribution 
appears to lie in becoming a ‘philan- 
thropy blueprint in itself! 

May a hundred Mohan Bhargavas 
bloom. And may dozens of Ashokas, like 
the winds of change, pollinate the seeds 
sown by social entrepreneurship. Near, 
far and wide. i 





Rashmi Bansal is a graduate of IIM 

Ahmedabad and founder-editor of 

the popular youth magazine JAM 
(www.jammag.com). She can be reached 
at rashmi@jammag.com. 
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BROWSING 


Rajeev Karwal 
MD and CEO* 
Electrolux 


I am re-reading an old favorite — 
Paulo Coelho's THE ALCHEMIST. 
The book is a must for all those who 
want to ‘be’ It teaches you so much in 
asimple, uncomplicated way. 

Very early in life you realise what 
you want to be and everything 
around you conspires to make it work 
and provides that initial push. You 
feel energised and take enthusiastic 
steps forward. Then comes a time 
when you are tested to the limits and 
you are about to give up. That's the 
time when you should bet everything 
to make your dreams a reality, or else 
keep repenting all your life. 

I like books related to supreme 
will, self-empowerment, making 
ones own destiny and management. 
My favourites are Jonathon Living- 
stone Seagull, IAm OK, Staying OK 
and Games People Play. m 


ALERT 


The Success Principles 


By Jack Canfield 
(Harper Collins) 


Jack Canfield! FROM a co-creator of 
| | ^^^ the very successful 

_ Chicken Soup For The 

_ Soul empire, a recipe 
<| for a mildly successful 

|; motivational book: find 
CB. quotes from former pre- 

— 77***""  sidents and athletes. 
Mix meditation and networking 
into one section. Stir. Heat for 64 
chapters at a fatherly, didactic 
tone. Garnish with additional prod- 
uct pitches. Serve lukewarm. A 
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NALYSTS of globalisation can 
be slotted into three broad cat- 
egories: agnostics or sceptics, 
enthusiasts and critics. In the 
first category are those who 
wonder whether there is any- 
thing substantially new about the con- 
temporary processes of economic glob- 
alisation. At the outset, Baldev Raj Nayar 
dismisses the proponents of this view. 
Data on trade and capital flows clearly 
indicate that international economic 
integration is deeper than ever before, 
not only in terms of composition of 
trade (more manufactures than raw 
materials) but also through the globali- 
sation of the production process and 
sharper financial convergence. 

The author walks a tightrope be- 
tween the enthusiasts of globalisation 
and its bitter critics. The former would 
have us believe that there has been an 
emergence of a supranational border- 
less global economy with its own laws of 
motion that encompass and subordi- 
nate the economies of nations. They say 
that this results in the overweening su- 
premacy of the market over the state, 
and of economics over politics. Nayar 


SELECTION 


The painter 
and his press 


O painter in India was as ubiquitous 

as Raja Ravi Varma in the late 19th 
and early 20th centuries. Who has 
not come across those buxom 
women with flowing tresses lean- 
ing at a balcony or preening before 
the mirror, the same women who 
also transformed themselves into 
Draupadi, Shakuntala pining for 
Dushyanta, Mohini on a swing, or 
Sachi the heavenly nymph? There 
were also the gods and goddesses, 
and other mythological paintings — 
any amount of them. Most homes 
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Striking an 


clearly disagrees with this neo-liberal 
view of the world. 

Globalisation is not evenly distrib- 
uted, but truncated, he points out, be- 
cause of geopolitics. “The world is, 
therefore, not an autonomous sphere of 
economics, rather it has been struc- 
tured by geopolitics," he states, adding 
that itis shaped by the hegemonic influ- 
ences of the US and its allies. 

Thus, the liberalism that is preached 
by the rich to the rest of the world is not 
practised at home. Capital flows are 
favoured, but not labour flows that 
would benefit least developed countries 
(LDCs). Tariff barriers among devel- 
oped countries are reduced while non- 
tariff barriers are raised against LDCs. 
The comparative advantage of LDCs in 
agriculture is undercut by huge subsi- 
dies to farmers in the US and Europe. 

Nayar, professor emeritus at McGill 
University, Montreal, does not go along 
with the assumption that globalisation 
is an irreversible process. “The assump- 
tion that globalisation is on some un- 
stoppable roll, an assumption so dear to 
the enthusiasts, that will sweep away 
long-standing institutional obstacles, 
such as the state, that stand in its way is 
decidedly an exaggerated one,” he says. 


had copies of them, at least in Ravi 
Varma's home state of Kerala where 
the taste ran more to ethnic portrayals 
of Malayali women. 

Ravi Varmas were expensive. The 
artist charged as much as Rs 2,500 in 
the 1880s, and painted mostly for roy- 
alty like the Gwaliors and the Gaekwars 
of Baroda. So how did the work of this 
royal artist (he was part of the ruling 


RAJA RAVI VARMA: 
PORTRAIT OF AN 
ARTIST 


Edited by Erwin 
Neumayer & Christine 
Schelberger 

Oxford University Press 
Pages: 340; 

price: Rs 2,250 
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uneasy balance 


The growing fragmentation of the world 
economy into regional economic blocs 
is not just a trend that runs counter to 
globalisation. It is also inspired by the 
promotion of narrow economic and po- 
litical interests of groups of countries. 
Critics of globalisation, while agree- 
ing with the enthusiasts about its signif- 
icance and spread, are of the view that it 





THE GEOPOLITICS 
OF GLOBALIZATION 


Phe Consequences For 


Development 


By Baldev Raj Nayar 


Oxford University Press 


results in a concentration of economic 
and political power in the hands of 
multinational corporations, brings 
about greater inequalities within na- 
tions, intensifies the marginalisation 
of the lower classes and worsens envi- 
ronmental degradation. The state is 
perceived by this section as the strategic 
institution that could protect the secu- 


family of Travancore) adorn plebeian 
walls, much like the calendars that his 
art inspired? The answer is prints. 

Ravi Varma was an unusual Malayali 
— he was a great entrepreneur. In 1894, 
he set up the Ravi Varma Fine Arts Lith- 
ographic in Bombay, an enterprise 
which practically killed most of competi- 
tion from imported prints by turning out 
very high-quality lithographs. The press, 
after initial setbacks, was run by Ger- 
man master printer Fritz Schleicher. In 
this diary, the artist's younger brother, 
himself a painter and partner, provides 
an interesting account of the business 
along with a graphic picture of Ravi 
Varma's painting methods. Included are 
rare family photos of the models the 
painter used and the art magazines that 
inspired him. Reading this diary should 
make his critics less harsh — but it could 
also make his art popular again. e 


Generally 
speaking 


rity and welfare of citizens, especially 
the underprivileged. 

Nationalistic critics of globalisation 
in developed countries see an eco- 
nomic shift under which private foreign 
direct investments, in search of higher 
profits, are driving jobs away from rich 
nations to low-wage LDCs. The critics of 
globalisation in developing countries, 
on the other hand, see it compromising 
national autonomy and 
exposing economies to 


litical instability, ethnic 


disintegration. 
The author does not 
agree entirely with the 


newly industrialising ec- 
nomies that have grown rapidly by fol- 
lowing export-propelled economic pol- 


external shocks which, | 
in turn, bring about po- | 


conflict and national | 





critics of globalisation | 
and uses case studies of | 





icies to make his point. He feels that | 


there is “necessarily some trade-off be- | 


tween autonomy and development 
through globalisation” and cites the ex- 
ample of China, a country that rejected 


total self-reliance because of the high | 


costs of economic marginalisation. 


HE three-volume biogra- 
phy by D. Clayton James, 
The Years of MacArthur, is re- 
ferred to as the definitive 
work on a man whose career 
spanned the two World Wars and ex- 
tended up to South Korea in 1950. 
There is enough and more material 
to reminisce on General Douglas 
MacArthur's military achievements — 
the MacArthur Memorial's Archives and 
Library, for one. In NO SUBSTITUTE FOR 
VICTORY (Pearson Education), Donna 
and Theodore Kinni seek to identify his 
lessons in strategy and leadership. 
As self-professed MacArthur re- 
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While analysing the controversial re- 
lationship between the ‘hardness’ of 
states and economic development, Na- 
yar states that there is little empirical 
support to argue that authoritarianism 
and industrial transformation do not go 
together. In this respect, the author says 
he does not find Amartya Sen and 
Jagdish Bhagwati's contrary contention 
"very persuasive”. 

Lest he be misconstrued, Nayar 
quickly backtracks and claims that he is 
not arguing that LDCs should shift from 
democracy to dictatorship for the sake 
of rapid economic growth. This is one 
part of the book's conclusions that this 
reviewer did not find convincing. 

The chapters on Pakistan and India 
would be of particular interest to read- 
ers here. Nayar observes that India has 
been slow in enacting economic policy 
reform because of difficulties in build- 
ing a consensus. 

The problem with "reforms" is sim- 
ply that although it is a nice-sounding 
word, it invariably means different (and 
sometimes, diametrically opposite) 
things to different people. $ 





Paranjoy Guha Thakurta is director, 
School of Convergence, Delhi 


searchers, they do what they 
do best — compile informa- 
tion. However, as writers, 
they miss the point. Mac- 
Arthur's life is an inspiration 
to Americans, particularly in 
military circles. Still, the 
book merely employs a 





chronological approach, and 
the lessons are too didactic. 
Having said that, it’s 


worth your time to read General Mac- 
Arthur's ideas on war in a post-Iraq con- 
text. The world is uncomforable with the 
US, which has increasingly interfered in 
other countries' functioning. Mac- 
Arthur's views, especially on warfare 
coming full circle with Hiroshima and 
Nagasaki, are unexpected coming from 
an American General. They challenge 
common perception. But such moments 
are too rare in this badly paced book. li 
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HE exposure of Kkaran Bahree, the Gurgaon 
- IT worker, by a reporter from The Sun, has 
stirred up passions in Britain. A spokesman of 
_ Amicus MSE the trade union of skilled and 
E professional workers, asked companies to re- 
flect on their: assumption that cost savings outweighed 
stomer confidentiality and confidence. 
Amicus is not just another trade union; every Labour 
nber of Parliament and 12 members of the European 
Parliament are its members. It has long been been press- 
ng fora Parliamentary Commission on offshoring of jobs; 
cha commission would have many of Amicuss MP 
riends in it were it to be appointed. 
There was considerable unease in Britain in 2003 
ien HSBC moved 4,000 jobs 
o India. A Parliamentary Com- 
` mission at that time would 
havereflected the public mood 
< and supported action against 
migration of jobs. Patricia He- 
witt, the British minister of tra- 
de and industry, instead or- 
dered a departmental enquiry, 
which came up with the con- 
>>> clusion last year that Britain 
would create 200,000 jobs in 
call centres in the next three 
-. years, increasing the total to a 
—. million, or four times as many 
as India. Its major theme was 
that India could not compete 
..' with Britain in quality jobs and 
— that Britain could raise the pro- 
.. ductivity of its call centres if 
. low-value work went to India. The report was clearly de- | 
signed to ward off policy action aimed at preventing jobs 
from migrating to India. With that report and its resolute 
stand, the British ; government in effect rescued the Indian 
call centre industry from grass roots pressure in Britain — 
as did the McKinsey report fromsuch pressure in the US. 
From the present crisis, however, no government in 
the) world cansa ve the Indian call centres. For The Sun has 
E lo reir credibility. Ofcourse, the evidence is 
| extremely limited - -—~just one bent worker— but its impact 
on nthe minds of India’s BPO customers can be manifold. 
‘They dinis inen be Min bn the fact that the chances of 













"The Pri | rium vniderstoodt the seriousness $s of 
thec case: xit taffects the reputation ofour BPO industry, and 





This is the time for NASSCOM 
to show leadership, and to push 
the IT industry to raise and 
publicise its security standards 


3 Another Indian 
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through it, our national image. He has caked the depart- 
ment of information technology and NASSCOM to work 
out how law could be strengthened to punish cyber 
crime. But law will not be enough. Our law enforcement 
machinery is notoriously slow and incompetent; it tends 
to be even more so in dealing with white collar crime. The 
government took away the entire wealth of Harshad 
Mehta, set up a fast track court to try him, and threw 
hordes ofi investigators into his case. Ten years passed, 
and he died before the government could prove him 
guilty of any ¢ crime. 

Hence, we need something pe better than government 














‘purposes. Some. have. bean 
. madeto adopt such practices 
. . by their clients, whilst others 
have developed their own as a 

means of differentiating their 

service quality. But these prac- 
tices are very firm-specific at 
present; every company keeps 
its practices close to its chest. 
What the industry needs is 
| to discuss, define and dissemi- 
t nate best practice. An individ- 
ual company may think that it 
= gains competitive edge by 
keeping its practices to itself. 
But the industry loses far more 
ifa single firm » hiss such a scandal as Infinity eSearch, 
Bahrees employer, has been so unlucky as to have — and 
the losers include those that had the best of best practices. 
Reputation has external economies — and its loss engen- 
ders external diseconomies. The rest of India has gained 
from the prowess of the IT industry without lifting a finger 
—and will lose if the industry blots its copybook. 

. Hence, collective action is required to upgrade: the IT 
industry's security and reliability. Itshould not come i from 
the government. This industry has flourished o1 actou 
of the government's neglect; long may it so continue. The 
action must come from its own representative organisa- 
tion. NASSCOM should gather its members together and 
persuade them to share their) practices. It should organise 
periodic conferences to discuss and upgrade these prac- 
tices. It should bring out publications laying down the 
practices. And it should publish lists of firms that follow 
the practices. In brief, NASSCOM [should leadthe industry 
in its moment of crisis. B 
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introducing Magnum COMMA fund, a first of its kind open-ended equity scheme investing in the 
stocks of commodity based companies. These include a wide spectrum of companies engaged in 
Oil (Petrochemicals, Power, Gas), Metals (Zinc, Copper, Aluminium, Bullion, Silver), Materials (Paper, Jute, 
Cement) and Agriculture (Sugar, Edible oil, Soya, Tea, Fertilizers). Commodities follow the basic economic 
principle of demand and supply. When demand exceeds supply due to capacity constraints, prices move up 
and profits surge, providing you with an enormous opportunity! 





MAGNUM 


An open-ended equity crore vesting — Call : 1600 22 30 40 


« Launch Date - 30th June 2005 « NFO Period - 30th June 2005 - 25th July 2008 SBI MUTUAL FUND 


« Minimum Investment - Rs. 5000 and in multiples of Rs. 1000 e Dividend and Growth options : 
avallable + Re-investment and payout facility available e Tax-free dividends to the investor A pa riner f or | { fe 3 

















Scheme classification: Open-ended growth scheme. Investment objective: To generate opportunities for growth along with possibility of consistent 





returns by investing predominantly in a portfolio of stocks of companies engaged in the commodity business within ine following sectors - Gil& Gas, 
g 


Metals, Materials & Agriculture and in debt & money market instruments. Asset allocation: Atleast 65% of investments would be in Equities and equi 
related instruments of commodity based companies, upto 1096 in Foreign Securities/ADR/GDR and not more than 30% in Debt and Money market 
instruments. Highlights - Load Structure (For NFO).Entry Load: Nil, Exit Load: For investments below Rs. 5 crores - a) 2% for exit within 6 months from 


the date of reopening of the scheme. b) 1% for exit after 6 months but within 12 months from the date of reopening of the scheme. For investments of 
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and in multiples of Rs. 1000.Dividend & Growth options available. Sale & Repurchase at NAV related prices on all business days after the scheme ( 
open-ended. Scheme specific risk factors: Magnum COMMA Fund will be investing in predominantly in stocks of commodity based compa 
Commodity prices normally have a tendency to have sharp uptrend in price movements followed by jong period of doawntrend in prices during wh! 
periods the schemes performance could be impacted. Asset Management Company: SBI Funds Management Pvt, Lic.iA joint venture between SB! 


Société Genéralé Asset Management), 191, Maker Towers 'E', Cuffe Parade, Mumbai -400 005. Tei: 91 22 2218 0221-27. E-mail: partnerforiife8sbimt. com. 


vet ; 
4 
r 


Visit www.sbimf.com. Trustee: SBI Mutual Fund Trustee Company Pvt. Ltd. Statutory Details: SB! Mutual Fund has been set up as a trust under ine 


indian Trusts Act, 1882. A copy of the offer document and key information memorandum aiong with the application form may be obtained from our ISC 8, 


ISD's, SBI MF Corporate Office, SBI MF agents or can be downloaded from cur website -www.sbimf.com.Risk Factors: Mutual funds and securities 
investments are subject to market risks and there is no assurance or guarantee that the objective of the mutual fund will be achieved. As with any other 
investment in securities, the NAV of the Magnums issued under the schemes can go up or down depending on the factors and forces affecting the 


securities market. Past performance of the sponsor/AMC/Mutual Fund does not indicate the future performance of the schemes of the Mutua: Fund. 


Magnum COMMA Fund is only the name of the scheme and does not, in any manner indicate either the quality of the scheme or its future prospects or 
returns. State Bank of India, the sponsor is not responsible or liable for any loss resulting from the operation of the schemes beyond the initial contribution 
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made by it of an amount of Rs. 5 lakhs towards setting up of the mutual fund, Please read offer document of the scheme carefully before investing. | 
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LICENSED TO POST WITHOUT PREPAYMENT NOS. WPP NO. 208/MUMBAI PATRIKA CHANNEL SORTING OFFICE 


It's my 14-year-old son 
who taught me about filters and blocking 
email addresses on my Yahoo! India Mail. 


Ever since, my in-box has been 
free of Spammers.... and in-laws! 


& WPP-430/03-05, SSRMMOL RMSWEVRNP-233-2004-06 & SSRMVKOL RMSWBRNP-233FGN-19/2004-06, BGE-25 
U/RNP/Businessworkd! 


TNPMGIOCR/684(03-05 
SSRMMOL RMSWBRNP-2331LPWP-17/2004-06 & SSRM/KOL RMSWB/RNP.233FGN-19LPWP-FGN-06/2004-06. CPMG/KA/2003-05 WPP-20 


Set up to 15 filters and get your incoming emails automatically 


delivered into designated folders. Add email addresses to the Block 


Address list in your Yahoo! India Mail account, and all incoming 


emails from these addresses will get automatically deleted. 


So, if you don't want to receive emails from a person, you won't. 


Log on to www.yahoo.co.in for details 
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Create and manage 


disposable email addresses to - 
defend your primary address 
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Everyone you know, has one! 
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faster, with the new 


enhanced search from ^ ^ | | email tha: 
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A. x Roster HP recommends Microsoft® Windows® XP Professional. 


XP Professional not provided with this model. 
For XP Professional please contact your nearest authorised Microsoft reseller. 


The HP Pavilion w5160IN Desktop PC powered by the Intel® Pentium® 4 Processor 
941 with HT Technology * *', lets you effortlessly edit, organise and share images. 
While the HP Photosmart 2608 All-in-One prints brilliant colour photos that resist 
fading for 108 years*. Combined, they'll ensure you never need to visit a 
photolab ever again. Print. Scan. Copy. Fax. Call: 1600 444 999 

(from MTNL/BSNL Lines) or 3030 4499 (from mobile), click: www.hp.com/in or 
e-mail: in.contact@hp.com for the latest promotions and information. 


2005 Hewlett-Packard Development Company, L.P. Intel, Intel logo, Pentium, Intel Inside, and Intel Inside logo are trademarks or registered trademarks of Intel Corporation or its subsidiaries in the United States and other countries, ' The 

hyperthreading feature is a new technology designed to improve performance of multi-threaded software products; please contact your software provider to determine software compatibility. Not all customers or software applications wil 

benefit from the use of hyperthreading. Go to http://www.intel.com/info/hyperthreading/ for more information. Microsoft and Windows are U.S registered trademarks of Microsoft Corporation, (**) Intel's numbering is nat a maasuzamanted 
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Introducing Magnum COMMA fund, a first of its kind open-ended equity scheme investing in the us 
. Stocks of commodity based companies. These include a wide spectrum of companies engaged in i dm 
Oil (Petrochemicals, Power, Gas), Metals (Zinc, Copper, Aluminium, Bullion, Silver), Materials (Paper, Jute, D 
Cement) and Agriculture (Sugar, Edible oil, Soya, Tea, Fertilizers). Commodities follow the basic economic 
principle of demand and supply. When demand exceeds supply due to capacity constraints, prices move up 
and profits surge, providing you with an enormous opportunity! 

























Call : 1600 22 30 40 


* Launch Date - 30th June 2005 e NFO Period - 30th June 2005 - 25th July 2005 SRI MUTUAL CUND : 
* Minimum investment - Rs. 5000 and in multiples of Rs. 1000 e Dividend and Growth options SBI MUTU f L FUND im es 
available « Re-investment and payout facility available + Tax-free dividends to the investor | A partner for life. EE 
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| Scheme classification: Open-ended growth Scheme. Investment objective: To generate opportunities for growth along with possibility of consistent F pa 


“returns by investing predominantly in a portfolio of stocks of companies engaged in the commodity business within the following sectors - OUA Gas, 3 


and in multiples of Rs. 1000.Dividend & Growth options available. Sale & Repurchase at NAV related prices on ali business days after the schame goes 
open-ended. Scheme specific risk factors: Magnum COMMA Fund will be investing in predominantly in stocks of commodity based companies 
| Commodity prices normally have a tendency to have sharp uptrend in price movements followed by long period of downtrend in prices during whi 
periods the schemes performance could be impacted. Asset Management Company: SB! Funds Management Pvt. Ltd.(A joint venture between SBH 
Société Genéralé Asset Management), 191, Maker Towers 'E', Cuffe Parade, Mumbai -400 005. Tel: 91 22 2218 0221-27. E-mail: partneríorlífegsbimt.com 
Visit www.sbimf.com. Trustee: SBI Mutual Fund Trustee Company Pvt. Ltd. Statutory Details: SB) Mutual Fund has been set up as a trust under The 
Indian Trusts Act, 1882. A copy of the offer document and key information memorandum along with the application form may be obtained from our SCs, L. 
ISD's, SBI MF Corporate Office, SBI MF agents or can be downloaded from our website -www.sbimf.com.Risk Factors: Mutual funds and securities 
investments are subject to market risks and there is no assurance or guarantee that the objective of the mutual fund will be achieved. As with any other] 
investment in securities, the NAV of the Magnums issued under the schemes can go up or down depending on the factors and forces affecting the 
‘Securities market. Past performance of the sponsor/AMC/Mutual Fund does not indicate the future performance of the schemes of the Mutual Fund. 
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SEN Sate fey EES SN 
The Credit Information Bureau == SSS Ex EE E 
India (Cibil) is a step forward  -«-- k = Ex 
for creditors as well as lenders me 
in India ('Every Loan You E mcum 
Take... BW, 11 July 2005). SS 

The financial community 

in India should also apply 


credit reporting industry is mature and looks into the 
processes they have developed. There is a need now to look 

into specific issues. For instance, how can the consumer rectify 
mistakes in her credit rating? Should the consumer bear the brunt of 
a banker giving an incorrect report about her? And how can the 
consumer get her credit report from Cibil? 


Ratkal B.C., posted on BW website 





THE FINANCE SPLIT 
Your cover story (‘The Hare And The 
Tortoise, BW, 4 July) has highlighted 
the differences between the ministry of 
finance and RBI very well. On the issue 
of foreign capital, one wonders why Mr 
Chidambaram is in such a hurry to 
allow foreign banks to have a stake. 
Could there be another GTB fiasco in 
the offing? Or an attempt to coverup | 
the NPAs and bad debts owed bya few | LEFT TURNS 
influential corporate bodies (which Your editorial (‘Rules For This Game’, 
may also have turned bad due to BW, 11 July ) perfectly summed up the 
political influence)? The public needs Leftist economic policies, which are 
more answers for the recent decisions largely vote-bank dependent. The 
taken by the finance ministry and RBI. | Common Minimum Programme 
C. Suresh Pai, posted on BW website (CMP) clearly states that privatisation 
of government organisations will be 

| considered on a consultative case-to- 
In the cover story on taking reformsto | case basis, and that profit-making 
the farms (‘Fixing the Mandi’, BW,30 | PSUs will not go the privatisation way. 
May 2005), Pravesh Sharma ofWorld | But by suspending participation in the 
Food Programmes suggestion to get UPAs coordination committee meeting 
the government body to aggregate far- | to discuss the BHEL case, the Left has 
mers and then represent them before — | dealt a blow to the reforms process and 
private companies is predictable. | backtracked from the CMP 

I have formed business groups with For the past one year, the Left 
300 to 400 farmers who elected their | parties have been enforcing their own 
chairman and office bearers and have | policies by dictating terms to the 
formed joint ventures with progressive | government and indirectly implement- 
companies. The purpose was to _ ing their own economic agenda, which 
develop agriculture and marketing | hardly has any relevance in today’s fast 
in Papua New Guinea, based on _ changing global economy. 
government norms and supervised Tanmoy Ghosh, Kolkata 
by suitable consultancy agencies, to 
secure agriculture bank loans to grow 
and market crops. Likewise, there are 
business groups and federations to 


| develop 200,000 hectares of land in 

| developing countries. 

Aggregation of farmers, when done 
| as per the law, can result in better 
practices and better markets. Sixty 

| years have gone by. Will the authorities 
ever take this seriously? 

K.R.S. Krishna, Plantation Crops Agri 
Agency, Chennai 





AGGREGATING FARMERS 
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| Write in at 
| editor@bworldmail.com 
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COVER STORY 


The Rise 
Of Hedge 
Funds 


With institutional interest in absolute 
return funds growing, the next trillion 
dollars will go into hedge funds much 
faster. But in recent months, voices in 
the global financial establishment 
have raised concerns. 











Dark Clouds There’ a global 
concern over regulation of hedge 
funds but the crisis lies elsewhere. 


Home Truth India’s unique 
predicament and why the UBS order 
can dramatically reduce fund inflows. 





ANTHONY LAWRENCE 











Me-Too Worries 3s Remaking Videocon 


D.G. Shah, chairman of the International Generic Phama- With a flurry of acqui- 
ceuticals Association, on what's worrying the industry. | sitions, the Videocon 
group has embarked 
Aviation The industry boom has created a shortage of on an aggressive glo- 





traffic controllers. Is the government doing enough aboutit? | bal strategy. But its 
| hunger isn't satiated 
Petroleum Recommendations ofa government yet. While it’s expand- 
committee run contrary to the oil minister's plans. | ing, the Rs 7,200-crore 


| group is also reversing 


Stockmarkets With the some time-tested bus- 











Sensex around the 7300 mark, are | iness logic on its head. PN. Dhoot: Go global or bust? « 
there any more gains to be made? | 
BW asks heavyweights like Mark Jet Airways India’s largest private airline is going 
Mobius and Shankar Narayanan. global. How is it planning to fly into the rough skies? 

« Templeton's Mobius says the Letter From the US Companies abroad are 
Indian market is overvalued | beginning to leverage India's knowledge-based strengths. 
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IN VOGUE 


«o Paradise Regained 


The tourism industry in Sri Lanka touched its peak in 2004, 
until the tsunami hit the island. But the industry has put the 
tragedy behind and staged a miraculous recovery. 


62 Mr PR Evenat 85, 
Harold Burson, regarded as 
the 20th century's most in- 
fluential public relations fig- 
ure, reinforces all the values 
of effective communication. 


Harold Burson: As > 
good as his word 


64 | Bookmark A rogue economist who explores the 
hidden side of everything, and Roli Books’ two musical gems. 


COMMENT 
22 Ashok V. Desai In the sinister 


games against TRAI, the telecommunications 
i minister is a willing, enthusiastic collaborator. 





ECONISHAD 


44 Niranjan Rajadhyaksha where 
have the 100 million missing women of Asia 
gone? The obvious answer can be misleading. 


ARBOR MENTIS 
58 Subroto Bagchi As path creators, 


capable of action in times of adversity, visionary 
leaders of the world have known no limits. 
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Wide Angle: Mohit Malik introduces a practical tool 
to make your organisation future-ready. 


Stock Sense: Crude oil is delicately perched at $60, 
FIIs continue to dominate proceedings. Q 1 results 


fail to enthuse the markets. What's the next trigger? 


A Fine Print: Ranjeev C. Dubey on the opposition to the 
Tribes’ Forest Rights Bill. 


Log on to 




















Businessworld 


The lure of risk 


HE appetite for risk seems to be increasing 

the world over, if the amount of money managed 
by hedge funds is any indication. In a general 
sense, without risk-takers, economies and 
societies stagnate. It is risk-takers who provide 
society with the experiments necessary for growth. Most 

of them fail, but the few who succeed more than make 

up for the losses. 





No wonder, despite the many calamities that hedge funds 
have caused around the world, and despite the fear in 

which they are held by regulators all over, there is stil] 

no consensus on how to deal with them. How do you rein 

in hedge fund excesses without shackling the free market? 

As long as hedge funds were comparatively small, the answer 
to this question could be 
postponed. They were, after 


" : 
all, merely the froth on the Businessworld 


surface of a relatively stable TT 


why MU 


system. But as the amount of 
money under the management 
of hedge funds increases 
dramatically — they manage 
almost $ 1 trillion dollars today 
— the fears are increasing and 
so are calls for stricter action to 
control them. 





üb is! 
La | 


As the issue of hedge funds lands up on India's shores with 
them taking a larger and larger exposure to Indian markets, 
principal correspondent Vikas Dhoot analyses the problem 
from a global perspective. Increasingly, the issues that we 
have to deal with are global in nature and, therefore, we have 
changed the way we report on them. Dhoot's story is another 
example of the shift. 


The story on Videocon takes forward another storyline that 
we have been following for long — Making it in 
manufacturing. Videocon is seeking a global solution to its 
problem in the Indian market. Korean companies are taking 
over the Indian market for consumer durables, leaving 
companies like Videocon with tough choices. Videocon could 
either try and make a global brand out of itself, or it could try 
to become a global-scale supplier of equipment to brand- 
owners. It has chosen the second line. Senior correspondent 
Nandini Vaish tracks the implications of this. 





TONY JOSEPH, EDITOR 


INTERVIEW/D.G. SHAH 


‘Fight collectively or lose out 


The International Generic Pharma- | 
ceutical Association (IGPA) recently 
appointed D.G. Shah, secretary gen- 
eral of the Indian Pharmaceutical Al- 
liance, as its chairman. The associa- 
tion has as its members the generics 
lobbies of India, Europe, Canada and 
the US. Shah takes over when the $54- 
billion global generics industry is un- 
der pressure as brand name innova- 
tors are using new Strategies to 
counter generics. Shah tells BW's 
Gauri Kamath how the IGPA is trying 
to tackle the major issues. Excerpts: 


s Why is IGPA membership important 
for Indian companies? 





Indian companies have major ambi- 
tions in the global generics market. 
IGPA has emerged as a force globally 
to resist the aggressive strategy of 
brand name companies against the 
generics industry. It is important for 
the Indian industry to be part of this. 


w Has the IGPA managed to change the 
policy in favour of the generics industry? 
IGPA members in America and Eu- 
rope have been doing this in their 
own regions. Now we are trying to 
pool resources. We will not merely 
share information but also develop 
common position papers. After the 
Doha declaration on the TRIPS 
agreement and public health, the 
brand name industry is back with a 


| 





vengeance. It has changed the forum 
(for patents discussions) from the 
TRIPS Council to WIPO. Second, it 
has (convinced the US to) move to 
free trade agreements (FTAs) with in- 
dividual countries as a vehicle for 
TRIPS-plus patent laws. At the strat- 
egy level, it has taken steps like au- 
thorised generics. 


w Hasn't this last issue split the indus- 


Formally IGPA has not taken a posi- 
tion on this so far. Temporarily there 
may be some generics companies 
who would favour au- 
thorised generics be- 
cause of commercial 
gains. We are trying to 
develop a common po- 
sition within the indus- 
try. There are two ap- 
proaches: One is court 
intervention. The sec- 
ond could be revisiting 
the Hatch-Waxman 
amendment (US law 
governing generics) 
that lets generics chal- 
lenge patents in ex- 
change for 180-day 
market exclusivity and 
making it clearer (to prevent the 
launch of authorised generics dur- 
ing the exclusivity period). We may 
even agree that as an association we 
don't want to take a position on au- 
thorised generics. 


DINESH KRISHNAN 


* Are all the major companies on 

board with the IGPA agenda? 

The four regional associations will 
agree only once they have cleared it 
with their members. It is a slow pro- 
cess, but ifwe don't do it we are going 
to lose out. You cannot fight [these 
battles] individually. 


For the full text of the interview 


Log on to 
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Aviation in 
ATC Jam 


ITH the surge in air traf- 
fic and new airines 
coming in, the civil avia- 
tion ministry has finally 
cleared creation of 229 additional air 
traffic controller (ATCs) posts last 
month. A committee under the former 
deputy director general of the Airports 
Authority of India (AAI), B.K. Joshi, is ex- 
amining whether another 650 executive 
posts and 350 non-executive posts need 
to be created. 
Government sources say there is still 
a severe shortage of trained ATCs who 
currently number 900 on an all India ba- 
sis. In 1998, one committee that went 
into the issue suggested that 329 new 
posts should be created, of which 100 
posts were released in 1999. This 229 
now released covers the balance. 
Around two years ago, following lib- 
eralisation of the sector, another com- 
mittee that examined this issue sug- 
gested that around 850 new posts 
needed to be created. This was, how- 
ever, considered in excess and the pre- 
sent committee is looking at creation of 





HO will get to control the first 
and largest fund house in the 
country, UTI Mutual Fund? 


The buzz in the markets is that State 
Bank of India (SBI), the lead runner for 
the sale, has invited ICICI Bank for dis- 
cussions. At the same time, in an inter- 
esting twist of events, three of the four 





GURINDER OSAN 





another 650 posts. 

The ATC guild itself is of the opinion 
that at least another 1,000 ATCs need to 
be appointed (and these numbers per- 
tain to their estimates for 2003). Guild 


ATCs: Far too few to handle the boom 





members argue that shortage of man- | 


power has led to a situation where exist- 
ing ATCs are severely overworked. And 
this could lead to costly mistakes. 


They argue that no manpower plan- | 


ning is done for ATCs and that the gov- | 


ernment policy is that recruitment will 
start as and when a vacancy arises. This, 
they feel, is flawed as it takes almost 
three years to get a fully-trained and 





functional ATC. A government report | 


| looking at these issues recognises this. 


"The entire ATC functions are severely 
affected due to shortage of manpower, 
and that is likely to have adverse effects 
on safety," it says. 

However, guild members argue that 
this issue has been ignored for a long 
while by the powers that be but now 
when the airlines are forced to burn fuel 
circling the metro airports during peak 
hours unable to establish contact over 
the VHF with the ATC on duty, the gov- 
ernment has been forced to take some 
action — starting with hiring of new 


| controllers. LJ 


ANJULI BHARGAVA 








UTI MUTUAL FUND 


will get it? 


initially-reluctant public sector spon- 


sors ofthe asset management company | 


(AMC) have shown keen interest in buy- 
ing it out. 
After it was carved out from the erst- 


while UTI in 2002, four public sector | 





Today, SBI, LIC and PNB, the same insti- 
tutions that had asked for an exit pre- 


| mium a while back, want to buy UTIME 


The government seemingly isn't too 


| keen on either LIC or PNB picking up 





units — SBI, LIC, Punjab National Bank | 
and Bank of Baroda — picked up 25 per | 


cent stakes each in UTIMF by paying a 
nominal Rs 2.5 crore. These sponsors 
were to sell their stakes within three 
years and pay the government, or buy 


the whole AMC with their own earnings, | 


or hold on to it. The estimated value of 


| 


the AMC is Rs 1,500 crore-2,000 crore. | 


the AMC. PNB had to sell off its own 
schemes to Principal in 2004. In its 16 
years of operations, LICMF has got a 
market share of just 1.38 per cent. 

“I don't see any gain in any of the 
PSU sponsors buying out [UTIMF]. The 
money would move from one pocket to 
the other," says an observer close to the 
government. 

With the stockmarkets on a roll, it 
would be in the larger interests of the 
government to make a quick decision. 
Also, it would be interesting to see who 
has the wherewithal to shell out the sub- 
stantial sum to pick up the AMC. E 

RACHNA MONGA 
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OIL COMPANIES 


Panel advises 
against mergers 


HE high-power Advisory Com- 
T mittee on Synergy in Energy 

headed by V. Krishnamurthy 
has said that the merger of oil com- 
panies or formation of a holding 
company may not be advisable for 
the present. This runs counter to 
petroleum minister Mani Shankar 
Aiyar's plan of merging the smaller 
oil companies with larger ones to 
create giant state-owned oil con- 
glomerates. 

The panel also said a national 
shareholding trust, modelled after 
Temasek of Singapore and Khaz- 
anah of Malaysia, should be set up 
and state-owned oil companies 
should retain their status as gov- 
emment entities. 

It has also suggested the set- 
ting up of a Cabinet committee on 
energy headed by the Prime Minis- 
ter, and forming a ministry of en- 
ergy. However, that will need Cabi- 
net approval. It also recommended 
the Director-General Hydrocarbons, 
the wing that oversees exploration, 
production and development of oil 
and gas fields, should be made au- 
tonomous. 

The panel, 
which also in- 
cludes G.V. Ra- 
makrishna, G.K. 
Arora, Vijay 
Kelkar, B.C. Bora 
and U. Sunder- 
arajan, has not 
been disbanded. 
The petroleum 
ministry will ex- 
amine the report 
in detail over the next six weeks 
while seeking details from the pan- 
elists. It remains to be seen whe- 
ther the ministry will accept the 
recommendation on not merging 
the oil companies. That could de- 
cide whether this will remain as just 
another routine report. "4 

ANUP JAYARAM 
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MOVEMENTS 


Harwood in Kingfisher: 
Nothing official yet 


ARVEZ Damania, executive 

director of Kingfisher Airlines, 
Says that he cannot “officially” 
confirm that Nigel Harwood, former 
vice-president of Airbus, is joining 
Kingfisher as COO. Neither could he 
confirm that Alex Wilcox, the 
airline’s CEO, is not retuming from 
his "short leave of absence" to the 
US (See ‘Airborne’, BW, 27 June 
2005). After many attempts, 
Damania spoke with BW and said: 
“I don't have any official intimation 
or confirmation on this. Would you 
like to speak to my PR agency?" 
The buzz is that Harwood will be on 
board by the end of July. Attempts 
to contact the airline's owner Vijay 
Mallaya were in vain. 


Bajaj ropes in BMW 
man for global push 


T Rs 6,700-crore Bajaj Auto 
has appointed Klaus Biskup, 
earlier head of BMW's Indonesia 
business, to lead its international 
business. In 2004-05, Bajaj Auto's 
exports grew to 130,000 units in 
sub-250 cc motorcycles. But the 
potential of a 30-million-unit global 
market is far greater. To realise 
that, it needs to crack Indonesia, 
the fastest growing motorcycle 
market in the world. And that is 
where Biskup will be based, as he 
is familiar with the market. 


Back in a flash 


.R. Srinivas who joined 
Rashmi Bharbhaiya at Advinus 
to handle the clinical development 
business at Bangalore, has 
returned to Dr. Reddy's within two 
weeks, "even before his email ID 
was removed". So it's business as 
usual at the clinical development 
division at Dr. Reddy's. E 
ANJULI BHARGAVA, AARTI KOTHARI & 
GINA S. KRISHNAN 


HINDUSTAN TIMES 


Welcome to Mumbai ` 


S LAUNCHES go, Hindustan 
A Times (HT) rollout in Mumbai 
on 14 July has been low-key. 
That's because the Rs 473-crore (nine 
months ending December 2004) HT 
Media, a Hindustan Times subsidiary 
that has launched the brand, will be 
floating an IPO soon. It is now in its quiet 
period. Delhi's largest selling and most 
read paper is targeting the 'top-end, dis- 
cerning' reader in Mum- 
bai. It hopes, say reports 
to hit a circulation of 2 
lakh in a year. 
That is a good target. 
It is just under half of 
leader The Times of In- 
dia's (TOI) Mumbai cir- 
culation. It is also the 
number at which adver- 
tisers will pick up any al- 
ternative to TOI. Reports 
say HT has already sewn 
up a large part of the 
number through a sub- 
scription drive started 
three months ago. Against the Rs 4 that 
TOI Mumbai sells for, HT's Mumbai edi- 
tion is priced at Rs 2.50. Its card rate for 
advertisement space is Rs 500 persq cm, 
against Rs 1,570-1,700 for TOI and 
Rs 800 (colour) for DNA. The last is a 
daily from the Zee-Bhaskar combine 
scheduled for launch on 30 July. 
That is a very competitive rate in a 
market that will see the total number of 
English dailies go from four to seven. 





Newspaper companies will be blowing 
up over Rs 400 crore in the next two 
years trying to hit half of TOI's circula- 
tion. HT's Mumbai costs alone will be 
Rs 50 crore by the end of 2006, going by 
its IPO prospectus. All ofthis is bound to 
expand the market and benefit every- 
one, from readers to advertisers. TOI's 
Mumbai Mirror, launched over a month 
ago, is already being bundled free with 
TOI. DNA has been ag- 
gressive in building up 
awareness for over four 
months now. Others are 
offering freebies too. 
Now, the Mumbai mar- 
ket and almost every ad- 
vertiser is on the edge of 
their seats waiting for the 
great newspaper battle 
in Mumbai to begin. 

The potential for a 
second daily in Mumbai 
has been discussed ad 
nauseam. Indias largest 
advertising market 
(Rs 1,500 crore) has had only one domi- 
nant English newspaper for years. The 
Rs 1,808-crore Bennett, Coleman & 
Company, which owns TOI, earns the 
bulk of its profits from the Mumbai edi- 
tion of the daily. Others, who have tried 
to take it on, like The Indian Post have 
fallen by the wayside. But HT, often seen 
as a reactive leader in Delhi, has one 
thing going for it — a good product W 

VANITA KOHLI-KHANDEKAR 


PHARMACEUTICAL MARKETS 


IMS merges with Dutch VNU 


i MS Health, world’s leading provider 
of pharmaceutical market informa- 
tion, is merging with VNU, a Dutch 
provider of consumer, marketing and 
media information and analysis. IMS 
has been brought in a stock-and-cash 
deal valued at $7 billion. The com- 
bined entity will have revenues of 
$5.6 billion. The merger is expected 
to be over in the first quarter of 2006, 


BUSINESSWORLD 10 25 JULY 2005 


and is subject to approval by the 
shareholder and other approvals. 

IMS tracks over one million pre- 
scription-drug brands daily. Its other 
businesses include helping clients 
drive sales force effectiveness, opti- 
mise product portfolios and manage 
new product launches and product 
lifecycles. Lj 

GINA S. KRISHNAN 


The limits have stretched. 





Expand the boundaries. 






Shunning the incremental and going for the leap. Conventional 
boundaries have changed, limits are being pushed to take on the 
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or cartilage repair 


BST-DermOn, for 








5 filling 
g | 6 BST-InPod, used 

À for relief to pain in 

the heels 


restoration 





NDIAN pharmaceutical company 
Nicholas Piramal said last week it 
would acquire 17 per cent in Cana- 
dian biotech company BioSyntech 
for Rs 23 crore. Nicholas will market 
BioSyntech’s products — as and when 
they are approved — in India and some 
other emerging markets. 

BioSyntech specialises in gel-based 
biologic implants that can help in re- 
pairing damaged knee cartilage, worn- 


Used for bone 


| BST-Ossifix (Under trial) 


for bone structural support 


BST-Disc, (Under trial) 
for intervertebral disc 


at NICHOLAS PIRAMAL 
Partnering for products 


In the BioSyntech pipeline 


out fat pads that cushion 
the heels, and in healing 


man trials. The cash in- 
jection from Nicholas 





“We are very excited 
about this collaboration, 
which brings to BioSyn- 





keting and distribution network. This 
alliance is different, as Nicholas has 
entered it much earlier, when products 
are still under development. What's 
more, it is funding the development. 


; This should ideally ensure more control 
, and a greater upside if the products 


Lead products Other products in ; RE 
development wounds. Three such | 
" products are currently in. | 

biodegradable gel BST-Ossifil, an advanced stage of hu- 


make it through the trials. 
Under the new product patents 


| regime, the number of new copied 
_ drugs that an Indian company can 
| launch without the innovator’ explicit 


should bankroll part of | 
these trials. BioSyntech | 
CEO Claude LeDuc said: | 


tech significant funding | 
from a committed strategic partner" : 
The acquisition appears to dovetail | 
neatly into Nicholas's search for innova- 
tive products for a large home market. | 
For instance, the cartilage-healing de- - 
vice can be marketed by Nicholas's fast- 


growing orthopaedics division. 


Nicholas has positioned itself as a 
partner of choice for global firms like : 


Reckitt Benckiser, Boots and Roche, 


| complete trials and reach India. 


that have tied up with it to ride its mar- | 


permission is shrinking, making prod- 
uct tie-ups that much more important. 

Last week, Mumbai-based 
Glenmark announced a tie-up with a 
US-based biopharma company, Napo, 
for a diarrhoea drug that it will take 
through trials for Napo. If successful, 
Glenmark will market it in India and 
other emerging markets. 

Nicholas and BioSyntech also have 
plans to apply the latter's technology of 
making  gel-based products to 
Nicholass products. That could take 


' some time since R&D is a long process. 


Meanwhile, Nicholas is waiting for 
BioSyntechs products to successfully 
& 
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POLITICS 


After Advani, who? 





continues in full media glare, 
L.K. Advani's survival as BJP's 
president is losing its rele- 
vance to the core issue. It’s clear even to 


his most ardent loyalists that Advani will | 


have to step down. It is really a matter of 
when and how he will exit. 

Today, the question facing the BJP is 
not who will succeed Advani; its what 
happens after he goes. The turmoil in 





S the RSS-BJP power struggle | 





the party, following the shock defeat of | 


the Vajpayee government last year, has 
exposed deep divisions within. Worse, it 
has thrown up unexpected weaknesses 


in the parivar and raised serious ques- | 


tions about the authority of RSS over 
other parivar constituents. 

For decades, the RSS functioned as 
the head of the parivar — its leaders 
had only to signal and the various wings 
of the Sangh obeyed unquestioningly. 
But over six years of Vajpayees rule as 
prime minister and, more recently, 
Advanis unexpected defiance in the 


have often stoked the crisis rag- 
ing in the parivar. 

That's bad news for BJP Its 
leaders, even Vajpayee and 
Advani, will admit that the RSS 
has been and continues to be 
the backbone of the BJP It's the 
RSS cadre that turns out in vast 
numbers to canvass for the BJP 
at election time, and it's the RSS 
that has steered the BJP through 
ideological twists and turns and 
has helped it iron out differ- 
ences within. 

Unfortunately, the RSS itself 
is grappling with a power tussle 
of its own. The sarsanghchalak, 
K.S. Sudershan, does not com- 
mand the same respect as his 
predecessors did. He is seen as a 
man who speaks too much (no 
one has forgotten his intemperate tele- 
vision interview), takes sides and is far 
too involved in politics. In fact, there is a 
serious effort within the RSS to per- 
suade him to retire so that a younger 
generation of RSS leaders can take over. 

BJP's second-rung leadership realis- 
es that the ageing duo of Vajpayee and 
Advani cannot steer the party through 
the next elections. With the RSS also 
looking weak and helpless, the party 
has been left rudderless. This worries 
the BJB which has a tough political bat- 
tle ahead. While the Congress seems to 
be making few gains on the ground, it at 
least has the comfort of wielding power 
at the Centre. Besides, theres the hope 
that Rahul Gandhi will prove to be its 
knight in shining armour. 

On the other side, the Third Front 
parties and the Left are definitely 
attempting to regroup into a non- 
Congress, non-BJP alternative. It’s all 


_ very tentative at the moment, but they 


face of disapproval over his remarks on | 


Jinnah, the moral authority of the RSS 
seems eroded. Also, the RSS has proved 
helpless in controlling its other wings, 
particularly the Vishwa Hindu Parishad 
(VHP). Repeated outbursts by VHP 
leaders against Vajpayee and Advani 
continue to embarrass the BJP and 


do seem to have a common goal in 
front of them. 

The BJP’s GenNext has reached a 
stage where it doesnt really care who 
takes charge of the party. All it wants is 
that the present turmoil is resolved as 


| soon as possible so that the party can 


get back to business. M 
ARATI R. JERATH 
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NIRULAS FOOD CHAIN 


No sellout, 
IPO on cards 


IRULA’S, one of the oldest 
restaurant chains in India, 
is giving final touches to its 
plans to float an IPO, say sources 
close to the decision. It is likely to 
happen within the next month. 

Sandeep Madan, general 
manager (marketing) and spokes- 
man for the company, refutes 
media reports that the company is 
up for grabs. He says: "In fact, we 
are expanding like never before 
and are looking at an IPO." Those 
in the know say the size of the IPO 
could be about Rs 100 crore. 

BW spoke to several people 
whose names have been linked to 
the deal — Ravi Jaipuria (who 
owns the rights for Pizza Hut, 
Cream Bell and Costa Coffee in 
India, and was being considered as 
Nirula's potential buyer), some 
merchant bankers, and 
competitors — and all of them 
rubbished any talk of a sellout. 

As for the inheritance issue, 
while there is a question hanging 
over it, there is no paranoia. The 
two cousins running the business 
now — Deepak and Lalit Nirula — 
have daughters who are either too 
young to join the business or have 
opted out for now. But there is 
nothing stopping them from 
donning managerial mantles later. 

Meanwhile, Nirula’s is 
expanding beyond Delhi into 
Class B cities like Lucknow, 
Ludhiana, Chandigarh, Meerut, 
Panipat, Jaipur and Kanpur. Vikas 
Attri, who recently left the 
company as its technical advisor, 
had told BW earlier that the target 
was to have two Nirula’s outlets in 
every city with a population over 
10 million. This vision should add 
100 outlets to Nirula’s chain by 
2006. It has 70 today. The 
company earned about Rs 150 
crore last financial year. * 
AARTI KOTHARI 





Grouping 
to grow 


RENCH telecom major Alcatel is 
F expanding its ties with Indian 
Telephone Industries (ITI), a 
maker of fixed line telephone sets. Alca- 
tel will make digital subscriber link (DSL) 
equipment at ITI’s Rae Bareilly plant. 
This is part of the 400 million-500 million 
euros that Alcatel will invest in India over 
the next few years. All this comes as part 
of the government's move to revive ITI, 
which has seen orders falling because of 
the shift to mobile services. Last year, it 
totted up losses of Rs 250 crore. 
After inaugurating the base trans- 
ceiver station facility at Mankapur, Uttar 
Pradesh, Alcatel chairman and CEO 





Serge Tchuruk said: “We will invest our 
knowledge and manpower in India. 
Next month, we will transfer the tech- 
nology to make DSL equipment to ITI." 
The foray in mobile and broadband 
could be a lifesaver for ITI. Once these 
facilities are up, ITI should start getting 
more orders from both MTNL and 
Bharat Sanchar Nigam. As Tchuruk 
says: "India can now become an 
exporter of cellular equipment, some- 
thing it has imported all along.” Li 
ANUP JAYARAM 





INVESTORS IN THE UK 


India enters Top 10 


Investors in the UK 





Country Projects New Jobs 
US 464 17,730 
Canada 67 646 
Germany 60 5,188 
France o 1,424 
Japan 57 3,279 
Australia ae 1,363 
China 37 347 
India 36 1,418 
Ireland 34 1,681 
Norway 24 209 
Others 188 6,307 
Total 1,066 39,592 


Source: UK Trade & Investment 


K is the second largest investor 
l j in India. But, interestingly, in 
2004-05 India has emerged as 
the eighth-largest investor in the UK 
with 36 projects, up from 28 the previ- 
ous year, according to the UK Inward 
Investment Report 2004-05. These pro- 
jects have created 1,418 jobs in the UK. 
China is ahead of India with 37 projects, 
but they have created only 347 jobs. 
While 60 per cent of Indian invest- 


1h 





ment in Europe is in the UK, this is the 
first time it has made it to the Top 10. 
British High Commissioner to India 
Michael Arthur says: “This is part of an 
attempt by the UK to attract Indian 
investment. While the investments by 
China are in small and medium enter- 
prises, India companies are more 
active in mergers and acquisitions.” 

The UK is trying to draw high-end 
jobs. It already does 5.5 per cent of 
global research and development 
work. The report says: “As the Indian 
economy continues to grow, we have 
been able to attract investments from 
across a broad range of sectors. While 
ICT (information-communication 
technology) segment remains strong, 
we have also had significant wins in 
food and beverages, pharmaceuticals 
and engineering.” 

The investment climate is expected 
to improve further when British Prime 
Minister Tony Blair visits India in 
September 2005. He will be accompa- 
nied by 40 top chief executives of 
British companies. ie 

ANUP JAYARAM 


TRIBHUWAN SHARMA 


MEDIA ROOM 


LL those deals in media make me feel good. Finally the sector is perking 

up. Usually, media and entertainment spends in any country are directly re- 
lated to its economic growth. Even as spending on entertainment was going up, 
. it failed to register with investors who saw greater opportunities in telecom, IT or 
- biotech. Now, as they pump in money in the almost neglected publishing busi- 
ness, into film exhibition, and now into radio, the buzz in investment banking Cir- 
cles is palpable. Reliance’s buyout of a controlling 51 per cent stake for Rs 360 
crore in the roughly Rs 100-crore Adlabs Films is the biggest signal that media is 
rocking. After Walt Disney earlier this year, Reliance's is one of the most looked- 
at forays. Its stake in TV 18, entry into DTH and other film companies are things 
investment bankers will be salivating over. What the business needs is scale and 
. professional management. That is the big thing lacking across the sector — in 
. films, cable, publishing or music. What is available in plenty is content and great 
. creativity. If any of these new-style investors manage to bring professionalism 
into it, say my investment banking friends, the sector will explode like IT. 


PEAKING of content, 

why do we insist on cen- 
soring, and generally getting 
moralistic about what people 
should see, hear or watch? 
Rakesh Sharma's documen- 
tary The Final Solution was 
cleared by the censors in Octo- 
ber 2004 after almost a year 
of wrangling, and was given a 
certificate only in early-2005. 
Meanwhile, throughout 2004 
this gut-wrenching account of 
. the Gujarat riots was screened 
at about 100 international venues and won 15 international awards. However, it 
is not being considered for the national awards. Because, officially, it did not ex- 
ist in 2004. Rather silly, but true. The film wasn't sent to the jury for the National 
Awards even after information and broadcasting minister S. Jaipal Reddy had 
expressly wanted it to, say reports. The fear in the bureaucracy, according to re- 
ports, was that if it won an award, The Final Solution would have to be shown on 
Doordarshan. Why that should matter is a moot point. After pleading, Sharma 
- has filed a writ in the Delhi High Court, challenging the censor certificate as a 
` dating device for films and rejecting his film's candidature for the awards. This 
raises two crucial issues: one, of course, of censorship of films being considered 
for the national awards. At the time of going to press, the jury ruled that docu- 
mentary films being considered for the National Awards do not need a censor 
certificate. The other is the power of the bureaucracy to really censor what you 
see and hear. These are questions that India has to face, debate and answer if it 
is to compete in the global market for media and entertainment. Why the free- 
dom of films like The Final Solution is important is evident in just one little statis- 


- tic. The fact that India is a democracy makes us spoilt for choice. There is an 


oversupply of variety content, which is great for choice. In China, a far larger me- 
dia market, since their content is tightly regulated, the demand exceeds supply 
by 10 to one. That means for every ten hours of software needed in theatres or 
TV stations, there is only one hour available. This is something Reddy and his 
men will have to think about actively, even as they go about freeing bits and 
pieces of the media business. »* 
VANITA KOHLI-KHANDEKAR 
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Whos afraid of 7300? 
The Indian stockmarkets have gone higher than ever before. 
But experts say there are still some good picks to be found 


AST Thursday, the serial 
blasts in London sent the In- 
dian stockmarket barome- 
ter, Sensex, tumbling 142 
i i points. On Friday, the mar- 

kets had smartly recovered 67 points. 
The following Monday, the index was up 
again, climbing 94 points to close for the 
_ first time above 7300 points. The follow- 
ing day, the Sensex lost just three points 


even as an index heavyweight Infosys's | 


Shares fell 4.12 per cent on worse-than- 
expected results. 
^ This market run has been amazing. 
in the last six months, over just 60 trad- 
ig sessions, the Sensex has gained over 
1000 points. It took more than twice that 
ne for a similar gain before this run. 
The Sensex climbed fast despite bad 
ws. A higher-than-expected inflation 
and soaring oil prices did not dampen 
he rise. If you had stayed invested in the 
Sensex stocks in June this year, the value 
of your investments would have risen 
7.1 percent. That's higher than what any 
_ friendly neighbourhood bank would 
_ have returned on your investment for 








./ anentire year. 








But if analysts are to be believed, it | 


should have been the other way around. 
Last September, just 10 months ago, re- 
search houses had put out reports peg- 
ging the Sensex under 5500. A CLSA re- 
port had said: “With market valuations 
likely to remain capped, we expect the 
Sensex to trade within a 4700-5250 
range.” The reasoning then was that in- 
flation and oil prices would dent corpo- 
rate profitability growth. 

They were not wrong. Nearly half the 
Sensex companies announced a fall in 
their third quarter margins for the previ- 
ous financial year. A study by CRIS IN- 
FAC, a research arm of credit rating 
agency Crisil, even forecast that the 
overall growth in industry revenues and 
profits would slow down in 2005-06. So, 


what's firing up the Sensex this time? 


Obviously, if the Sensex has moved 
up, it must be on account of sharp in- 
crease in the prices of the Sensex stocks, 
One look at the list of the 30 stocks that 
comprise the Sensex will tell you that 
only a handful of them has contributed 
to the steep 1000-point gain in the last 
three months or so. 
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Leading the pack are the petroleum 
refining majors, the state-owned Oil & 
Natural Gas Corporation (ONGC), and 
; Reliance Industries. ONGC rose sharply 
| by Rs 100 in the last four months on the 


| back of oil price increases. Reliance 
| moved up an equal amount as the Am- 
| bani brothers settled their feud amica- 


bly. Now, since these two companies to- 
gether have a 12 per cent weightage in 
the Sensex, these two stocks themselves 
were responsible for pushing up the 


| Sensex by 350 points. 


Down the pack, stock prices of 
NTPC, Infosys and Tata Consultancy 
Services (TCS), which together account 
for a little over 10 per cent, also moved 
up considerably. TCS, with a weightage 
of 3.29 per cent in the Sensex, moved up 
by over Rs 250 after foreign institutional 
investors (FIIs) splurged on the stock. 
Earlier, the stock had fallen to Rs 1,100 
after posting a flat profit growth in 2004- 
05. NTPC, the third heaviest stock in the 
Sensex, rose 13 per cent as the Sensex 
gained 15 per cent. These stocks too 
contributed to another 350 points. 

Alarge portion ofthe remaining 400- 
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point increase came from stocks like 
ITC, Bharti Tele-Ventures, ICICI Bank 
and HDFC Bank. 

In short, just a third of the Sensex 
stocks contributed to the last 1000- 
point increase, while stocks like Hin- 
dalco, Tata Steel, Tata Motors and HLL 
remained largely unchanged. Some 
stocks like Indian Oil and SAIL have ac- 
tually fallen. Says a private equity fund 
manager: “The buying of Sensex stocks 
has been very selective. That should 
speak for itself.” 

The situation throws up two imme- 
diate questions. Is the market overval- 
ued now? And, is there enough steam 
left for it to go up even further? 

Emerging markets investment guru, 
Franklin Templeton’s chief investment 
officer Mark Mobius, for one, strongly 
believes it's overvalued. He says the In- 
dian market is overheated and he would 
rather stay away from it for a while. On 
the other hand, he admits there are 
some good value bargains even at cur- 
rent prices. 

Stockbroking firm Motilal Oswal 
paints a different picture. Its joint man- 
aging director Ramdeo Agarwal feels 
that the market is not overvalued at cur- 
rent prices. The firm's India Strategy Re- 
port for July 2005 has revised the one- 
year Sensex target to 8281, 15 per cent 
above the current levels. 

Let's take a closer look at the valua- 
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"The market is overvalued 
at current levels" 


VALUE investing guru Mark Mobius is 
president of eight global Franklin Tem- 
pleton funds and managing director of 
Templeton Asset Management, Singa- 
pore. He has worked for over 30 years in 
Asia and in emerging markets. 

He says: “I think the Indian markets 
are quite overvalued at current levels, 
when the benchmark Indian Sensex has 
scaled the 7000 levels. Most of the Indian 
companies look overheated when examined on parameters of earnings-to- 
yield and price-to-book value. This does not mean that there are no investment 
opportunities at all. There are some companies which are looking good even 
now, but these investment opportunities must be adequately researched. How- 
ever, I would not want to predict entry into Indian markets at substantially 
higher prices. Also, even when compared to their Asian peers, Indian markets 
look pretty overheated and I would rather adopt a wait-and-watch policy now." 

Whats interesting is that when BW had spoken with him in August 2003, 
when the bull phase had just begun, Mobius had a contrarian view of the In- 
dian markets. He had said that India would be the preferred outsourcing desti- 
nation for many value-added industries, the way China is for large-scale man- 
ufacturing. His optimism was based on his expectation that valuations for the 
Indian markets were low and that soft interest rates would work well for Indian 
equities and a strong rupee would catalyse more foreign direct investment. 





Mark Mobius 





tions of the Sensex stocks. Two years 


ago, in August 2003, FIIs blew big money | 
on Indian stocks when the market's | 
price-to-earning ratio (P/E) was at | 
15.33. At that time, fund managers had | 
said that the Indian market appeared | 
overheated, comparing it with other | 
stockmarkets in South-east Asia. The | 
P/E increased to 19.5 by January 2004, | 


but the FIIs continued investing. At that 
time, forward P/Es appeared attractive 
as Indian companies were predicted to 
show a big profit growth. By August 
2004, P/E multiples were again at 15.03 
though the Sensex was significantly 
higher at 5064. 

Motilal Oswal's Agarwal feels that 
the same logic will continue to work in 


"There is nothing wrong with the fundamentals" 


HANKAR Narayanan, managing director of the India Growth Capital Team at 

Carlyle, a global private equity firm with nearly $30 billion in assets under 
management, does not think that the Indian markets are overvalued at 7000-plus 
levels. He says: "There was nothing wrong with the fundamentals of the market 
from the very inception ofthe bull run till date, when the benchmark Sensex has 
scaled the 7000 mark. In fact, the benchmark Sensex is no indicator by itself. 
While some stocks are overheated there is still a lot of value that can still be un- 
locked in the entire gamut [of stocks] across all sectors. I do not feel that there is 
any need to press the panic button, just as yet." 

Carlyle is looking at buyouts which can range between $35 billion and $200 
billion in the next 3-5 years in a variety of sectors like pharma, auto ancilliaries, 
textiles, engineering services and retail, says Narayanan. He feels a private equity major like Carlyle could act as a catalyst 
in the strong growth prospects of India. Carlyle has also recently chalked out its India strategies. It is now targeting the en- 
tire private equity spectrum in India and has two teams —the Carlyle Asia Growth Capital Team and Carlyle Asia Buyout 
Team. Carlyle has changed its focus from a role similar to that of a venture capitalist to that of growth capital and buyouts. 
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vested Rs 23,070 crore. Over the 
same period, Indian mutual 
funds put in only Rs 3,665 crore. 
Indian brokers say that new in- 
vestors are coming into the mar- 
kets every day. This year, the 
Japanese began investing in India 
for the first time. According to es- 
timates, the Japanese have 
pumped in over $2 billion in the 
last six months through Fidelity, 
one of the world’s biggest asset 
management companies. Says an 
executive from market regulator 
Securities and Exchange Board of 
India: “For every FII registered 
with us, there are 10 waiting to 
register. There is a phenomenal 
interest in the Indian markets 
from global investors." 

So far, we have looked only at 
the Sensex stocks. One fund man- 
ager says that though the Sensex 
represents the market broadly, 
there's action elsewhere too. This 
E: trend is reflected in the fact that 


"We aren't watching India" 


LAIRE Barnes is the author of Asia's Invest- 

ment Prophets. While in India running 
QED Investments' research office, she had 
made an attempt to set up a small India fund 
for Apollo Investments. 

She says: "We haven't been looking closely 
atthe Indian market because we don't think my 
fund qualifies for foreign institutional investor 
(FII) status since it is not broadbased. Some 
large individual investors own over 10 per cent 
of it. The irony is that these are long-term fun- 
damental investors ofthe most desirable type. We have been turning away all offers of new 
money that would have diluted their percentages, but we think the investment returns 
benefit from keeping the size down. The other option is to register the management com- 
pany as an FII with individual funds as sub-accounts. When I last looked, this wasn't feasi- 
ble either. I also see that there is now official mention of participatory notes, which pre- 
sumably removes some uncertainty as to risk of counter-measures. I have not recently 
checked the terms of these, but the last time they seemed designed for short-term traders. 
The extra layer of costs also diminishes the attraction to conservative investors, and un- 
necessary counter-party exposure to investment banks is very unwelcome in the current 
global environment." 


Claire Barnes, manace: 


|i Fund), Apollo Investments 


favour of Indian companies in the near 


future. In the last 1000-point run-up, the 


market P/E increased from 15.89 to 
16.02 based on the previous year's earn- 
ings. Motilal Oswal's report says that the 
Sensex P/E would be at 12.5 if the ex- 


a pected earnings of 2005-06 are dis- 


=, four stocks will fall in the 


' cool down commodity 


counted. The firm expects that stocks 
like Bharti Tele-Ventures, 
SBI and Infosys will further 
rally and it feels that only 


next one year. 

Other analysts feel that 
commodity stocks in the 
Sensex, like Tata Steel, Hin- 
dalco and Indian Oil, may 
take a hit as China tries to 


prices. The effect is already 


evident in Tata Steel share, 
. which, at Rs 360, has fallen 


20 per cent from its peak. 
But, a fall in steel prices will 
be indirectly favourable to 
Larsen & Toubro and indirectly to ce- 


. ment companies like ACC and Grasim, 


as infrastructure projects would possi- 


E bly increase. Says an analyst: "There are 


few bad stories in the Sensex in the next 
one year. So there is a good chance that 


^J the index will increase from here." 


Of course, the Sensex can continue 















Sukumar Rajah. 


CIO, Franklin Templeton 


to go up only if there are new buyers at 
the higher levels. Now, Fils bought when 
the market appeared overvalued at 
5500, they continued doing so at 6300. 
And last week, when the index moved 
over 7000, they were still investing. In 
the first six months this year, FIIs in- 


"A few stocks are still undervalued" 


UKUMAR Rajah of Franklin Templeton feels that 

given the strong fundamentals on the economic and 
corporate fronts, the valuations in the Indian stockmar- 
ket are reasonable and he is positive about the long-term 
prospects. But he does not rule out that some stocks are 
overheated while a “few that are undervalued”. 

He says: "We believe that in a market like India, stock- 
picking is more important compared to a top-down ap- 
proach or taking sector bets. We believe long-term in- 


the BSE 500 index has increased 52 per 
cent to 3000 in under a year. 

The analyst says that more and more 
FIIs are taking interest in smaller com- 
panies and are ready to risk bigger sums 
in buying large stakes in these compa- 
nies. For example, FIIs have bought a big 






vestors are better off adopting a bottom-up approach 
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and investing in companies with good fundamentals 
across the range of market caps and sectors." Also, the 
dominance of foreign investors that has been causing 
some worry among marketmen does not worry Suku- 
mar. He thinks the FII base has been expanding in recent times in geographic 
terms as well as the type of investors. "We have seen increased interest from 
Japan and Taiwan. On the other hand, long-term investors such as pension 
funds have also been taking exposure to India. In that sense, we believe such in- 
flows should be seen as a vote of confidence in the potential of India rather than 
a cause for concern," he says. "Over time, as more and more domestic investors 
increase their allocation to equities, we could see this trend change." 









"Don't rule out a correction soon” 


AMDEO Agarwal of Motilal Oswal strongly feels 

that the markets are not overvalued even at 7300. 

He says: “At these levels, you cannot expect every 
stock to be undervalued. While there are many 
stocks that have reached their peak, there is a whole 
host of others that can still give good value. Instead 
of fretting over possible concerns that one should 
have, stock-picking should be the order of the day as 
it should be at any level in the market, be it 7000 or 
3000. I think that even now, when the benchmark 
Sensex has gone over the 7000 level, the Indian markets are still fairly valued at a 
P/E multiple of 15 or 16.” 

However, given the excitement of the 7000 mark, he emphasises that all mar- 
ket players — domestic and international institutional investors as well as retail 
investors — want to be buyers in the market as nobody wants to miss the bus. 
That explains the considerable surge of many stocks in a short span of time. This 
is as opposed to the emergence of a theme in the stock picking at high levels of 
the indices. “Since people are making money in the markets, you see every in- 
vestor class picking up a story each day and making the stock of the company run 
up to high levels. Do not rule outa correction in recent times though,” he advises. 
Would the correction come at the 7300 levels or the 7500 levels? “Your guess is as 
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stake in Welspun, a terry towel manu- 
facturer. Till two years back, it was a 
debt-laden company. But after having 
restructured its loans and having 
bagged a contract to supply to Wal- 
Mart, it has become a desirable stock to- 
day. Overall, FIIs are now said to be tak- 
ing a keen interest in sectors like textiles, 
auto ancilliaries and media. 

Agarwal feels that the broad trend 
will continue. He feels that as more 
money chases the bigger, well-re- 
searched stocks, they will become fully 
priced rather quickly. So the return from 
these stocks will wane over time. The 
case of smaller, mid-cap stocks will be 
different. Since these stocks are under- 
researched, there is a huge upside for in- 
vestors who spot them early. Zodiac 
Clothing, which was trading at Rs 150, 
shot up to Rs 550 as some smart in- 
vestors cornered the stock. Says Agar- 
wal: “This is a classic stock-pickers' mar- 
ket. The will be a lotof new stories.” E 


good as mine,” he says. "Meanwhile, don't fret. Take your picks from stocks across T. SURENDAR & GARGI BANERJEE 


the board after you have done your homework.” 





With reports from Vikas Dhoot 
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Agriculture, Business Policy, Economics, Finance & Accounting, Computer & Information Systems, Marketing, Organizational 
» Behaviour, Personnel & Industrial Relations, Production & Quantitative Methods, Public Systems. 


The programme aims to admit in the above areas of specialization individuals with exceptional academic background, strong 
motivation and potential to become excellent researchers at international level. Applicants are evaluated on their past academic 
achievements, motivation and preparation for the programme, letters of recommendations, scores on standard test and a 
personal interview with the faculty. 

Eligibility: Master's degree in any discipline with at least 55% marks after 10+2+3 years of formal education, CA , ICWA, CS with a 
minimum of 55% marks, or a 4 year/8 semester Bachelor degree with a minimum 60% marks. Those appearing for their final 
examinations in the respective disciplines can also apply.* 

Fellowships: The fellowship covers all academic and living expenses. In addition, student is entitled to stipend of about 
Rs. 96000 p.a. 

How to Apply: Interested candidates are required to take the Common Admission Test (CAT) of IIMs or GMAT/GRE/GATE/UGC 
JRF (Research) for some of the specific areas. 

* Consult the brochure and website for details of eligibility. For CAT details, refer to advertisement that has appeared in leading 
m) dailies around 17th July 2005. Application forms for FPM can be obtained by post (FPM Office, IIM, Vastrapur, Ahmedabad - 
mi 380015, Tel.: 079 26324635) by sending a DD of Rs. 200/- drawn in favour of Indian Institute of Management, Ahmedabad, 
payable at Ahmedabad or downloaded from the Institute's website. Last date of submission of completed forms is Nov. 15, 2005. 


For complete details, log on to: www.iimahd.ernet.in/programmes/dfpm.htm 
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For now, 
Maran has 
crippled 
TRAI by 
sitting on 
files it 
sent him. 
Before 
long he 
will bring 
it to heel 
by repla- 
cing the 
chairman 


y ashok v. desa 


elecom regulator 
emasculated 









CABINET reshuffle is expected. 
Who thinks he is going to be 
shifted? The best indicator is what 
I call the CPI or the Compulsive 
Proximity Index. Go to public oc- 
casions attended by Sonia Gandhi — such as a 
book launch on the lawns of Flagstaff House. 
Measure the distance maintained by a minister 
from Sonia Gandhi. Correlate the direction of 
her movements and his. The shorter the dis- 
tance and the higher the correlation, the more 
insecure the minister. It is some time since | did 
this exercise, for these open-air occasions de- 
cline in summer. But the last time I made the 
observations, Shivraj Patil emerged champion. 
And who should be reshuffled? The answer, 
to my mind, is clear: Dayanidhi Maran. Not that 


he has done especially badly. In fact, if one | 


looks back to his predecessors — who include 
such personages as Sukh Ram and Jagmohan 
— he is following established precedents. He is 
minister of telecommunications — a covetable 
post from a certain point of view. Amongst the 
enterprises controlled by this department are 
two huge ones — BSNL and MTNL. 

Once, Department of Telecommunications 
had a monopoly oftelephones. Then a minister 
who kept on its right side could oblige his 
friends with telephones — a privilege many a 








politician would have given his life for. Now | 


that there is private competition, anyone can 
walk across the street and get a telephone from 
a corner shop. So a minister is not so sought af- 
ter. But still, DoT controls enormous capital 
budgets and lucrative appointments. 


happiness; one who tries to bring it to heel 
would have to be unusually strong-willed and 
uninterested in the material world. The only re- 
cent minister who was both was Arun Shourie. 
He made his disinvestment secretary chairman 
of TRAI. Between the two they tried to sort out 
the mess created by previous ministers. They 
had given private operators very limited territo- 
ries whereas BSNL, DoT's aged baby, could op- 
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erate across all circles and services. This un- 
equal competition led to periodic crises. 
Shourie's and Baijal's solution was abolition of 
boundaries between licences — a single uni- 
versal licence for all services. 

Luckily for DoT, the NDA government was 
turfed out before the two could do material 
damage, and DoT got the personable and 
youthful Dayanidhi Maran as minister. It has 
never looked back since. TRAI continues to 
work on a unified licence regime. But it is wast- 
ing its time: the minister is not interested. For if 
licences were unified, which private operator 
would come and kowtow before him? 

In July 2004, TRAI put out the idea of a com- 
mon interconnection exchange. If there were n 
operators, they would need n(n-1) intercon- 
nections if calls had to pass directly from an op- 
erator to every other. But if there was a com- 
mon exchange, the number would fall to n. A 
great idea; but itwould displace BSNL as the in- 
terconnector. So the minister sat on it. 

On the ministry's reference, TRAI produced 
proposals last November for allocation, utilisa- 
tion, pricing and trading of wireless spectrum, 
which is crucial to mobiles, radio, television 
and broadband. The present system is that a 
captive committee of DoT allocates spectrum 
— which it finds very profitable. TRAI sug- 
gested a fairer and more efficient system. DoT's 
response was a deafening silence. To nudge it 
into action, TRAI produced another paper last 
May. The result — DoT frowned darkly. 

In these sinister games against the regula- 


| tor, the ministeris a willing, enthusiastic collab- 
A minister who fulfils its desires can achieve | 


orator. If anyone wants evidence, he should go 
through the files sent to him by TRAI. The chair- 
man of TRAI this year is chairman of the inter- 
national association of telecom regulators. He 
should be hosting their annual conference in 
India. Maran has not allowed Baijal to travel 
abroad; nor has he approved the conference. 
These are petty intrigues worthy of DoT; but 
they bring nothing but disgrace to Manmohan 
Singh's government. Lr 
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You vs them. 


anywhere with multiplayer 


gaming on your Nokia N-gage phone with 
Hutch GPRS. Take on millions of players around 
the world, on a wide range of games you like. 
all you need is a Nokia 
N-Gage phone with a gaming card of your 
choice. Take your pick from the many N-Gage 


Hutchison Essa 





Only with Hutch on your Nokia N-Gage. 


gaming cards, available at Nokia priority 
dealers. Then activate your Hutch GPRS, log on 
to the N-Gage Arena and begin playing with as 
many players as you like. 

For more details on monthly rentals and 
usage charges on Hutchworld, visit us at 
www.hutch.co.in To subscrihe inct cand 


HW as an SMS to 123. Gujarat postpaid 
subscribers send HW A as an SMS to 123 
and prepaid subscribers send HW A as an 
SMS to 144. So if you're ready to lay down 
the challenge, just get your Nokia N-Gage 
along with a HutchWorld connection and 
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One trillion $ plus 


O hedge, says the dictionary, means to min- THE p RT F 

imise or protect against a loss by counterbal- S U 0 MONEY FLOWING 
ancing one transaction, such as a bet, 

against another. It brings to mind a picture of INTO HEDGE FUNDS PROVES 


'autious investors trying to squeeze the risk 
out of their bets. Grey fellows trying to play THEY ARE HERE TO STAY 
both sides of the market. A tame lot. ip 


Yet, the men and women who run tl > $1-trillion global : 
e en and women who run the runon glo By Vikas Dhoot 


hedge fund industry are a feared band today. They take big 
bets in every financial market — stocks, bonds, currencies and 
commodities. Malaysia's mercurial leader, Mahathir Mo- 
hamad, called them the highwaymen of the global economy. 
They move money in and out of markets with breathtaking 
speed, often leaving behind a trail of destruction. They have 
the world's financial establishment worried. And India's too. 

Last week, the Reserve Bank of India sent a missive to the 
finance ministry requesting it to impose curbs on invest- 
ments routed through participatory notes into the stock- 
market. The RBI had specific sectors in mind where, 
among other things, it was worried that FDI guidelines 
could be sidestepped through this p-note route. 

Not far from the RBI's office in south Mumbai, an 
important case would have begun by the time you 
read this, in the Securities Appellate Tribunal. UBS 
Securities, a foreign institutional brokerage, versus 
the Securities Exchange Board of India (Sebi). Ex- 
actly a year after the biggest crash in Indian stock 
market history on 17 May 2004, Sebi's investiga- 
tions led to an order against UBS, banning it 
from issuing any offshore derivative instru- 
ments like p-notes on Indian stocks. 

Participatory notes are instruments that 
are used by overseas investors who want to 
invest in India but are not registered here 
like the regular FIIs. A p-note, as it is pop- 
ularly known, is a purely offshore con- 
tract. Foreign investors can buy these 
notes from an FII registered in India. 
The FII invests money here on behalf 
ofthe unregistered foreign investors. 
Indian regulators fear that the 
biggest buyers of these p-notes are 
global hedge funds. 

In the UBS case, one of the in- 
vestors of its p-notes was a hedge 
fund, Caxton International. In the 
UBS order, the regulators said the 
disclosure that the ultimate benefi- 
ciary was Caxton International Fund 
is not enough. The regulator also 
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wanted to know the names of the various in- 
< vestors in the Caxton fund. This is sending shivers 
* down many an FII brokerage house and hedge 
fund keen on Indian markets. 
_. Again, RBI governor Y.V. Reddy, has, on a few 
m ae raised the spectre of nameless and 
_ faceless investors whose money is cominginto In- 

dian markets. This was also an oblique reference 

to hedge funds. But the finance minister said re- 










THE INVESTORS: 


Weaithy private investors and large institutions turn to hedge funds 
with their money bags. 

THE RISK-RETURN GAME 

Investors are willing to take higher risks for higher returns. Since 
1993, the CSFB/Tremont Hedge Fund Index has outperformed 





cently: “If foreign investors think India is the place 
where they can park their surpluses, what is 
wrong?” Already, sources say, Sebi and the finance 
ministry are not in agreement with RBI's sugges- 
a tion of imposing some curbs on p-notes. So just 
why are Indian regulators fretting over these 
ge funds? To find an answer to that, we need to 
'rstand what hedge funds realyare. —— | 
1949, Alfred Winslow Jones, a writer with — 
ie; Quit and set up a private investment fund, 
vhich later came to be known as the world’s first 
hedge fund. Jones’ idea was simple — 
-he wanted to get rid of the market risk involved in 
holding long positions on stocks by short selling | 
other stocks, He also used leveraging strategies to - 
increase returns. More importantly, he decided to 
970 bn*| keep 20 per cent of the profits, if any, as his man- 
ement fee and restricted the number of in- 
stors in his fund below 100, so as to avoid regis- 
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ee hand and a greater incentive to perform for his wealthy 
_ clients. In the 1950s, a lot of other private funds started using 
ape short selling of shares and charging fees on Jones’ lines. 

_ It was only in 1966, when Fortune wrote about Jones’ fund 

| -. outperforming all mutual funds of its time, despite the 20 per 

_ cent incentive fee, that the investment community sat up to 
take notice. It led to the first rush into hedge funds, and as with 
any rush, many fools burnt their fingers. Some who survived 
have become giants in their own right — George Soros, for one. 
During the two-decade-long bull run in the US markets, 
... traditional strategies to invest in hedge funds took a back seat. 

n order to get superior returns, when every other investment 















ets across asset classes like foreign currencies, sov- 
tc. One such bet by Soros’ Quantum Hedge Fund 
believed to have led to the dropping of the British 
the European currency system. Some other 
: ‘global crises have been blamed on hedge funds' sheer finan- 
‘ial clout and scheming. Those who survived the 1990s ab- 
sorbed bad press and a few hard lessons. 
-But since the bull run ended with the tech meltdown in 
10st hedge funds are back to traditional hedging basics 
ve considerably reduced their leverage levels, accord- 
1g to a recent IMF paper on global financial stability. More 
nportantly, hedge funds now use many different strategies 
are no longer a homogeneous bunch. As one hedge fund 
ager puts it: “At the very beginning, it meant something 
chnical. Now, a hedge fund pretty much denotes an 
lor unregulated fund that has very high net worth 


nder management **Year 








Securities Exchange Commission. He wanted a | 


was doing well, hedge funds turned to making highly _ 


THE MYTH: Ai hedge funds are volatile as they all use global macro 
strategies and place large directional bets on stocks, currencies | 
bonds, commodities and gold, while using | 
less than 5 per cent of hedge funds are global macro funds. Most 
use derivatives only for hedging if at all, and few use leverage. 
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 muneration has become anorm — a nor 


Standards & Poor 500, Russell 2000 and MSCI World Dollar index. 


Hedge funds have broadly-stated investment mandates bas t 
which they invest across markets, currencies and asset classes, 













ots of leverage. in realit Re 
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or institutional investors. From a risk-averse hedging strategy, 5 
itis now more of a structure." (see ‘The Primer) ] 
Whatever strategies they follow, hedge f mdr managers’ re- 










cent-plus of the profits they generate fo 
also denotes the typical structure of the: setween — 
the promoter and the investor. “There may actually benoreal —— 
hedging. It's really just a nice kind of cool, trendy word for a : 
private investment fund," says one hedge fund = 

In the last three years, hedge funds have boomed because 
of extremely volatile and punitive market conditions. In- 
vestors, frustrated by the lowest interest rates in modern fi- 
nancial history, have been aggressively searching for returns. 
While mutual funds have lost over a trillion dollars in assets |. 
since the tech meltdown of 2000, and are now barely clawing 
back to their earlier asset levels, hedge funds have doubledin 
the last three years alone, from $480 billion to over a trillion 
dollars (see ‘Rising Clout’). Now, not only do hedge funds get — 
monies from wealthy billionaires and Swiss private banks, but 
also from pension funds, college endowments, ef a. 
brightest fund managers are also rushing to set up their ow 
hedge funds, thanks to the lure of high fees. With institutio 
interest in market-neutral investments growing, the next tril- 
lion dollars will go into the funds much faster. 

Part of those trillion dollars has been buoying the Indian > 
markets for the last 30 months or more now. And though Sebi — 
has stated that the UBS order must not be read as a ban 
against all p-notes, their discomfort is clear. In an interview 
(see page 33), M. Damodaran, Sebi chairman said: “Our con- 
cern is how they can impact our markets, especially when we 
are trying to create a climate in which more retail investors can 
come to the market. We don't want to see excessive volatility." 

It is fashionable to dismiss the concerns of India’s financial 
regulators as the worries of a bunch that is suspicious of the 
free market. But, in recent months, respected voices in the 
global financial establishment have voiced concerns about 
hedge funds. All those voices have added up to a din. Our next 
story tells you what it is all about. m 




















1992: On 16 September, 
George Soros sold short 
more than $10 billion 
worth of pounds, 
profiting from the Bank 
of England's stubborn 

» reluctance to raise its 
interest rates and float 
its currency. Sores 
earned $1.1 billion. 


1994: Many hedge fun 
had severe problems 
coping with an 
unexpectedly sharp rise 
in US interest rates. The 
fixed income market 
crash that followed l i to 
«huge losses for many a 
quite a few bankruptci 


N the weekend after the London blasts, at the 
G8 summit, German chancellor Gerhard 
Schroeder spoke of many things: poverty, cli- 
mate change, the global economy and oil 
prices. But the issue troubling him the most 
was hedge funds. Some feared the chancellor would turn the 
meeting of global leaders into a hedge-fund-hunting summit. 
For, just weeks before the summit, Schroeder had said he 


fund regulation at the G8 meet. 
.. His planned tirade against hedge funds had a reason: this 
- summer, TCI, a UK hedge fund, led a shareholder revolt 
against the plans of Deutsche Boerse (the Frankfurt Stock Ex- 
change) to take over the London Stock Exchange. Not only did 
the investors scuttle the plans, they proceeded to oust the top 
management and forced the exchange to give 1.5 billion euros 
n excess cash back to shareholders! 
"^ An incensed Schroeder called the hedge funds “locusts” 
T asked for several stringent regulatory measures. But hedge 
und managers dismissed this as a case of hype before Ger- 
. manys local elections. At the G8 summit, while Schroeder did 
. call for more transparency from hedge funds, he stopped short 
. ofopposing hedge funds as a financial instrument. 
In early June, regulators in both the US and the UK, too, 
sent out muted warnings about the dangers that hedge funds 
‘could pose to the global financial system. But, while acknowl- 
-edging the growth in hedge funds’ clout and the potential 
- risks, they said there was no need to overreact. Markets are 
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would argue for international minimum standards in hedge |. 


- blamed, thougi 
' fever proven. 


1994: A famed bond 
trader and a couple of 
Nobel laureates formed 
Long-Term Capital 
Management: $1.3 billion 
was collected at its 
inception, The fund 
returned 40 per cent in 
its first two years and 27 
per cent in the third. 


€ In In December, me 


hedge funds were 




















themselves self- policing mechanisms, they said. 

However, within the next fortnight, the UK financial regu- 
lator, the Financial Services Authority (FSA), put out a discus- 
sion paper on hedge funds. Seeing increasing risks that hedge 
funds could trigger market mayhem, the FSA accused some 
hedge funds of testing the boundaries of insider trading. More 
importantly, the FSA described various ways by which a group 
of hedge funds could trigger a financial apocalypse. For exam- 
ple, the PSA said, the hefty fees that hedge funds pay to invest- 
ment banks could induce others to commit market abuse. 
The other risk that’s a key concern for the FSA is the impact of 
one large fund or ‘a cluster of medium-sized hedge funds with 
significant and concentrated exposures’ blowing up. 

What is the FSA planning to do to counter these risks? It is 
setting up a dedicated hedge fund monitoring unit to improve 
its surveillance of their leverage and trading behaviour. To be- 
gin with, it has started investigating trades at several hedge 
funds involved in so-called pre-marketing by investment 
banks of sales of large blocks of stocks or convertible bonds. 

Across the Atlantic too, hedge funds are on regulators’ 
radars. They constitute 50 per cent of the NYSE' trading vol- 
umes (on the London Stock Exchange, they constitute about 
30-40 per cent of trading volumes). Eleven per cent of US mar- 
kets regulator, Securities and Exchange's Commisson’s en- 
forcement actions last year were against hedge funds — 51 
cases have been filed claiming damages over a billion dollars. 
Since hedge funds often invest in illiquid securities, there 


| could be mistakes in valuations. And since the fund managers’ 
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- REGULATORS AND POLITICIANS 
ARE RAISING THEIR EYEBROWS 
OVER REGULATION OF HEDGE 

FUNDS, BUT THE CRISIS IS 
HERE. By Vikas Dhoot 








1998: LTCM had 
borrowed over $125 
billion on an equity of 
$5 billion. When Russia 
devalued the rouble, 
LTICM’s risk calculation 
was thrown out of gear. 
US Fed’s $3.5 biilion 
rescue package averted 
a global crisis. 


1997: East Asian tiger 
economies — Thailand, 
South Korea, 
Malaysia, Philip) 
and Hong Kong, went 
into a slump. H was 
triggered by a rapid fall 
in the value of the Thai 
baht and the Malaysian 
ringgit against the $ 


compensation is linked to profits, there may be a motive to | 


overvalue securities. Of those 51 cases, only three cases saw 


investors being fully reimbursed. Part of the reason could be | 


that the SEC can only investigate a fund when a complaint is 
received. This will change next year. 

William Donaldson, the SEC chief till recently, nnd 
through new rules last December that re- 
quire hedge funds to register with it from 
2006. Hedge funds will then have to ac- 
knowledge their own existence, and sub- 
mit books and records to the regulator for 

- inspection, to begin with. If hedge funds 

are indeed guilty of overvaluing securi- 
ties, the SEC move could see a flurry of 
earnings restatements by hedge funds. 

It's not just the renegade funds that 
cause worry. Even regular hedge funds 
can create problems, thanks to theirhigh — 
trading volumes, their leveraged bets, | E 
their derivatives market activities, and — 
their opacity. Also, manylarge institutions M 
like pension funds have become major 
. investors in hedge funds. So any crisis can 

. .€rash into investment avenues that are 
“considered safe. 
< “Recently, when the credit ratings of 
US auto giants, General Motors and 
were downgraded, there was may- 
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| aswell. In emerging markets like India, however, the only con- 
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hem in the US bond markets, Hedge funds, who were active in 
credit derivatives, were battered. Some funds had to even shut 
down. But, says the Bank of International Settlements (BIS), 
losses in convertible bonds and credit derivatives did not 
spread to other parts of the market. This was in contrast to 
1998, when Russia defaulted on its debt repayments and trig- 
gered a contagion in other markets. One of the biggest losers — 
the hedge fund Long-Term Capital Management — was bailed. 
out by the US government. “Hedge Funds today appear to pe dE 
significantly less leveraged than in 1998," says BIS, the Switze : 
land-based central banks' central bank. n 

The growth in hedge funds assets is not just because more 
and more institutions like Swiss private banks, univer i 
dowments, pension funds, and others are investing. A preserve - 
of the super-rich till recently, ticket sizes to enter hedge funds E 
are getting smaller all the time. Fund of funds that investina — 
pool of hedge funds are primarily responsible for this. Accord- | 
ingto Mor zan Stanley, these funds now account for 45 per cent | 
of total assets and 60 per cent of their annual inflows 

Following the GM and Ford downgrad les and the fearofex- 
tensive losses, an open government advocacy group, Califor 
nia First Amendment Coalition, wants pension funds likethe 
$183-billion California Public Employees (Calpers) fund and 
the $63-billion University of California fund to disclose debt 
levels in their hedge fund exposure. The two funds spokesmen T 
said the lack of transparency over hedge funds have been over- 
stated and that the public's right to know has to be balanced by 
the need of keeping investment strategies of their hedge funds | 
secret from competitors. Secrecy of their trading strategy is the 
dearest to hedge funds, who rely on an element of surprise and: 
market inefficiencies for their profits. 

While developed markets like the US and UK are seeking 
regulation not only to protect their financial markets from any 
unforeseen críses, the immediate trigger to move from their 
hands-off policy comes from concerns of investor protection 








cern is purses our markets from excessive volatility. 
Thereal crisis for hedge funds could be 
looming elsewhere. As one hedge fund 
manager puts it: "The more troubling 
thingis the basic scale of the industry —its 
not an incidental thing that will go away 
after a temporary blip. The amount of 
money invested is rising, not declining. 
Some of these regulatory things will just 
blow over." Truly, with more than a trillion 
dollars and nearly 9,000 funds chasing 
limited strategies, the hedge funds ability 
to generate superior returns from market 
inefficiencies will now be tested. Experts 
think a Darwinian evolution is imminent. 
But Jayanth Varma, professor at HM, 
Ahmedabad, believes the challenge for 
hedge funds is the same as it is for invest- 
ment "Interest rates are low because too 
much money is chasing government 
debt. Stockmarkets are up despite high oil 
prices, Basically, there's just too much 
money in the world." j 
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ITHIN days of the first anniversary of the 
17 May 2004 stockmarket crash, many 
large foreign institutional brokers regis- 
tered in India sent a communiqué to their 
offshore clients, mostly hedge funds, who 
use participatory notes to invest on Dalal Street. The contents 
of their informal or formal communications were unusual, to 
say the least. 

But these unusual communiqués will have an immediate 
and medium-term impact on the inflows of hedge funds into 
Indian markets. How worrisome is that? 

Consider these numbers: From the day Indian markets 
opened up to foreign investors in 1993, foreign institutional 
investors (FIIs) in Indian equities have pumped in about $35.7 
billion. Almost $20.5 billion of that equity investment has 
flowed in over the last 30 months. Now, according to the Secu- 
rities and Exchange Board of India (Sebi), about 22-25 per cent 
of FII investments in India have come through the participa- 
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tory note (p-note) route. This adds up to about $9 billion. The 
route has been actively used only in the last 30 months, largely 
by hedge funds. If you put two and two together, one could ar- 
rive at a guesstimate that almost $9 billion of the $20.5 billion 
that has flowed into the country has come from hedge funds! 
So, surely, if hedge funds slow down or cut off inflows into In- 
dian stocks, the buoyancy we are seeing on Dalal Street may 
be under threat. 

Now, back to those letters. The foreign brokers and banks 
wanted to know if their clients, the hedge funds, had any non- 
resident Indian investors. They also wanted hedgies to sign a 
new client-broker agreement that requires them to disclose 
their Indian investors if asked to. Outraged, some hedge funds 
asked: Why do you want to know? And if I do have Indian in- 
vestors, why should I kick them out?' The brokers, under- 
standing their irritation, then told them that "unless it's imper- 
ative, we would like to dissuade you from investing in Indian 
markets through the p-notes route". Says one hedge fund ad- 
visor based in Connecticut: "Brokers are running scared and 
asking funds to sign letters saying they don't have NRIs. Why 
dont they want NRIs in the fund? Are they asking for a cap on 
the percentage of NRI exposure in a fund?" 

If they haven't done it already, funds like Caxton Interna- 
tional would be re-evaluating their Indian investments. Cax- 
ton, a $7-billion fund, had earmarked about $30million-40 
million for India sometime last year. Any incremental return it 
earns from its investments in India will only affect its total 
portfolio returns marginally. If, for such a small gain, itis asked 
to disclose its clients’ names, it might as well not invest. Two of 
the institutions that have raised this issue with their hedge 
fund clients are JP Morgan and Citibank. 

At the root of this hullabaloo is the order that Sebi passed 
on 17 May 2005, banning UBS Securities from issuing p-notes 
for a year. The charge against it is refusing to disclose the ulti- 
mate beneficiaries of the p-notes UBS had issued for clients 
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Firms like J.P. Morgan are scared of issuing p-notes 
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REUTERS 


- - made it clear that though the regulators are concerned 























INFLOWS FROM HEDGE FUND 
ON DALAL STREET? 







ixton. Sebi's contention is that as per the Know Your 
“lient norms, UBS should not only disclose Caxton’s name 


. IS while issuing the p-notes, but also be able to get the names of - 
— "the unit holders in the Caxton fund. Sebi chairman M. 


Damodaran told BWthat “we want this information so that we 
know that money of Indian origin is not coming through this 
route — normally, you can't get into the markets if you are an 
NRI. Now, is some of that money coming through p-notes?" 

Damodaran’s concerns just reflect a policy stance that | 
: India has adopted since the Ketan Parekh-led market crash of 
2001. While we will get to that later, here's the counter-argu- 
ment against the Sebi stance from a hedge fund man- 
ager: "Ifthe fear is Indian investors are crooks trying to 
manipulate the market, they can't use the hedge fund to 
do that. When they give money to a fund like Caxton, it 
only tells them their broad investment mandate. They 
don't disclose positions to investors. Also, unlike mutual 
funds, where one can get out in a day, in hedge funds, 
three months is considered a short lock-in period." 

Of course, Sebi has tried to allay some of these fears 
among investors, stating that the UBS ban should not be 
construed as a ban on all p-notes. In the last two 
months, domestic mutual funds and Japanese investors 
have been pushing up the markets. If hedge funds have 
or plan to cut back investments, the effects may be felt 
only after some time. However, again, Damodaran has 


it the volatility that hedge funds can possibly bring 
nto the Indian market, there's no bias against hedge 
funds per se: “ We are not taking extreme views. Our po- 
sition is that if you choose to register (like any other FII) 
and come in, we will be far more comfortable." (See ‘The 
Label Does Not Worry Us’) 

When presented with the registration option 
though, market experts and hedge funds express some 
reservations. “The FII regulations are quite ambiguous. 
You could read it one way and think hedge funds are al- 
lowed, and read it another way and think that they are 
not," says J.R. Varma, professor at IIM- Ahmedabad. 
Hedge fund managers dont think a give-and-take, 
here they get to register here and invest freely, but have 
to isclose i investor information to Sebi on tap, is feasi- 

irst, investors like Swiss banks don't want to be 
own. Even going beyond that, there would be a con- 
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cern of what happens to the names that reach the regulator. It 
is a common fear that anything filed with an Indian govern- - 
ment organisation, is for sale. It might be quite embarrassing 
to find out if the Chinese government is investing in a hedgie — 
shorting the dollar, though it's a legitimate thing for China to 
want to hedge its dollar holdings. Also, if disclosed, hedge 
funds positions could be used to front run them,” says a hedge 
fund partner interested in India, but tentative about investing 
in the current regime. 

While it's true that the world is worried about hedge funds 
and Indian regulators should be working on building system 
to avoid the dangers of excessive volatility, the core of 
strategy should be discouraging money-laundering type 
erations. “We need some form of due diligence from client 
that front,” suggests an FH broker. The obsession with Inc 
investors routing their money through hedge funds may t 
misplaced and taking away regulators’ energies from. the 
more difficult issues. | 

As a market observer puts it: “This ‘Indian’ worry sten 
. from the Joint Parliament Committee report that followed t! 
2001 market crash. Unlike the Harshad Mehta JPC, where rec- 
ommendations were made after investigations were complete 
the Ketan Parekh JPC just stated in generalities what needs to 
be investigated. One such point was that one needs to investi- 
gate if Indian money was indeed routed out and brought back . 
in, through p-notes and overseas commercial bodies, "Thefear 








DP MIRA ON SOY ORIEN RAPID STD NEA AY AIEBAT 


EDGE funds now come to denote a structure rather than 
H: single strategy — big entry ticket sizes for investors and 
performance-inked fees. Indian market observers feel 

that by these virtues, even portfolio management schemes 
(PMS) run by Indian brokers and financial institutions should be 
called hedge funds. Minimum investments run into lakhs and 
now PMS managers are allowed by Sebi to charge variable fees. 

Managing assets are estimated over Rs 10,000 crore. And 
some PMS schemes have very high turnover ratios. Experts say 
the churn in some portfolios will make a moderate hedge "me 
look like a long-term investor. However, unlike hedge funds, PMS 
operates are more like a customised investment advisory — 
businesses that doesn't usually pool clients’ monies into a 
common fund. Says IIM-A's J.R. Varma: "If anything, PMS 
operations are more opaque than hedge funds, which at least 
declare their performance from time to time. in a PMS, it may 
vary for each client." There are also concerns over some PMS 
operators running the show away from Sebi's regulatory gaze. 

But when it comes to investment strategies, it is unlikely that 
PMS operators are similar to hedge funds. Which brings us to an 
argument we heard often while researching this story, that India 
should encourage the setting up of its own hedge funds that are 
more transparent than the PMS. They could invest way beyond 
the top 200 stocks that most people focus on, use alternative 
strategies, even invest abroad and service high net worth 
investors who can stomach the risk. Varma's logic is simple: "The 
greater the diversity of players in any market, the more stable 
and efficient the market is." 
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neniew:M. Danodaran The label does not worry us’ 


The Securities and Exchange Board 
of India chairman, in an exclusive 
interview with BW’s T.Surendar and 
Vikas Dhoot, delved deep into his 
concerns over hedge funds. 


W There are fears that hedge funds can 
destabilise global markets. But they 
also bring liquidity to these markets. 
Are they really that bad? 
E I think you need to have as much 
transparency and comfort as possible 
regarding the kind of players in the 
market, and the origin of the money in 
the context of the global anti-money- 
laundering concerns. There are also 
concerns of volatility. You cannot afford 
a level of volatility that frightens the re- 
tail investors. Markets do move up and 
down; that's what they are about. But 
excessive volatility is not desirable. 
There is a feeling, and I don't own this feeling, that this 
category of investors enter and exit rapidly and, thereby, in- 
troduce an element of volatility that relatively smaller mar- 
kets find difficult to handle. At the same time, it is acknowl- 
edged that hedge funds bring in liquidity that the market 
needs. And they have the money of a category of investors 
who are prepared to take that extra risk. For regulators, it's a 


question of getting more players into the market and yetbe- | 


ing comfortable with whom those players are. You need to 
know the origin of money. 

In our context, it's really the 'Know Your Investor require- 
ment. If somebody wants to come into the Indian market, 
they can register as an FII and come in. Then they are sub- 
jecting themselves to all FII regulations. That is the comfort 
that we seek. I think all regulators are comfortable with regu- 
lated entities and hedge funds are largely unregulated. 


E So would it be more sensible for even a hedge fund to 
register here as an FII? Will the label hedge fund' per se not 
create a mental block? 

i No. Once you are registering as an FII, clearly you are sub- 
scribing to all the requirements. One of the requirements is 
that you should be ready to disclose whose money it is. It is 
not the label that is worrisome. We are not taking extreme 
views like “we will shut the doors on hedge funds”. Our posi- 
tion is that if you choose to register and come in, we will be 
far more comfortable. 


E What has been the experience with participatory notes as 
a structure? 

E The problem with participatory notes is that there are 
several layers involved. There are certain requirements of 











confidentiality between the client and 
broker. So the broker does not know 
thelevel below his immediate investor, 
nor will that information be given to 
him. This is the way they operate tradi- 
tionally. But when a regulator seeks 
that information , it should be forth- 
coming. Whether the broker gives it, 
whether the investor gives it, or we get 
it from another source, we need to get 
that information. So that we know that 
money of Indian origin is not coming 
through a route — normally you can't 
get into the markets if you are an NRI. 
Now is some of that money coming 
through participatory notes? 


W Js it within Sebi's powers to go to the 
second or third level of invesiors — 
isnt this a grey area? 

Wi It's notagrey area. Under the FII reg- 
ulations, anyone who registers is obliged to give us the infor- 
mation on whose money it is. Now, if that registered entity 
says: "Look, I do not have any information because I’m being 
denied that information by the person who is giving me the 
money," that's his problem, not ours. We will get the infor- 
mation anyway, even if they don't give it to us. Because now 
we have agreements — we are signatories to a multilateral 
memorandum of understanding so we only have to get to 
that regulator and get that regulator do some arm-twisting. 


SANJIT KUNDU 





B Wouldn't that be the kind of partnership that regulators 
will need to monitor hedge funds that are in vesting across 
asset classes, across regions and regulatory jurisdictions? 

E Hedge funds certainly will be across jurisdictions because 
these are people who look for the best places to make money. 
So they always compare markets to see which is the best mar- 
ket to be in ata point of time. That's why you need more regu- 
latory sharing of information, etc. One very major develop- 
ment of IOSCO (International Organisation of Securities 
Commissions) is the multilateral memorandum of under- 
standing. All signatories to the MoU are obliged to make 
available any information thatis sought by another regulator. 


E Has the IOSCO looked at hedge funds specifically? 

E IOSCO has a report on hedge funds. That at present, is be- 
ing circulated for members' consideration. It is basically a 
sharing of experiences in the light of whatever concerns 
might have emerged in some jurisdictions. We recognise 
that hedge funds are here to stay and we don't wish them 
away. They provide liquidity to market that are starved of it. 
The idea is to see how to build on the strengths and how the 
weaknesses don't impact the system. 
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On the surface, a business is a business, 
no matter what size or industry. 
You develop a product or a service. 
You market it. 

You distribute it. 


You sell it. 


And in between, you strive to do the whole process more 


efficiently and profitably than your competitors. 
It’s not rocket science. In fact, it’s pretty simple — 
until you factor in the not-so-simple things that make 
doing business in your industry so complex. 
These are the things that keep you up at night. 
These are the things that can mean the difference 


between success and failure. 





Individual solutions for individual industries. A: 


| icader in busini olutions, SAP understands that vour industry 
ther. And we have the experience to prove it software that’s si ncaliy geared to the nuances of vour 
' led in of working with the world’s best-run businesses in \ ur industry. 
Small, medium and large ¢ ompanies run SAP. While many SAP customers are in the Fortune S00, thousands of 
di aders — run SAP (including c mpanies that may not be on the up of your tongue). 
\ ids ive à Detwol | thed channel partners, so vou can be sut U re getting the best solution for vour needs 
service tor vo stment 
M 
What can SAP do for vour i ompany? W n give vou fexibl ely vou be successful in an eve changing 
ri 'olutions that | create innovative business processes that will keep vou ahead of the i mpetition. We know 





vou don’t want to buv more than vou need. 


precision and within budget. 


We recognize vou want a system that will work with what vou alreadv have. So we have opel 
leverage your existing investments and keg ps your opuons open tor the future, SAP h 3 vears ol 
with some of the world's most successful companies, 


Tell us which industry you work in and get a free industry specific SAP CD, where you'll find all the answers 
to your questions and valuable insights from SAP. Send in your details to info.india (2 sap.« om. 


* For more details log on to sap.com or call toll-free on 1600 44 5959. 
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Fistory 


B If the FII cannot find out information about the 
investors, then what? 

E We are telling the FIIs that if you don't know whose 
money it is, don't bring it into our market. 


B That’ a fairly straightforward thing... 

li Yes. At the same time, hedge funds are very major in- 
vestors. You want to see big investors in your market. So the 
approach is to persuade them to get registered and come 
into the market directly. Because then they are subject to 
the discipline ofthe market. 


li This means that your concern is about the information 
of investors, and not the nature of hedge funds itself. 

E The answer to their nature is not a regulatory answer. 
The regulatory answer is to just shut the door and deny 
yourself, because a regulator can' tell somebody when to 
sell and when to buy. The answer is to see that no category 
of investors is so big as to have a disproportionate influ- 
ence on the market. I think the real challenge is how to 
have more people in the market — more domestic players, 
more retail money, which is normally long-term — that en- 
try and exit of a few players does not have a disproportion- 
ate impact. That is the real answer. [But] itwont happen by 
pressing a switch, or by tomorrow morning. 


E The RBI has also expressed some concern on these 
nameless, faceless investors. 

E You need to know, to use RBI language, the quality of 
money. You need to know the origin of money, not just who 
the investor is, but what kind of money it is. Because in re- 
cent times, there have been concerns all over the world 
about big money moving back and forth and whether that 
is related to questionable activities. 


E How does the high level committee on capital markets 
(RBI, SEBI, IRDA and FinMin) perceive this? 

E There's a high level committee on capital markets that 
meets regularly. We do discuss this. We tend to look at two 
things —one is to grow the market. You grow the market so 
that there are more investors, more money, more stocks. At 
the same time, who are these people? You need to have 
good money into the market. 


E Not to pre-empt anything that you might do, but what 
will be the way to go for regulating hedge funds? 

E I honestly cannot say. We dont have a clear action plan. 
Weare ata stage where all the knowledge available in all ju- 
risdictions has been pooled. Some kind of dialogue and 
discussion has taken place with other regulators. We have 
also looked at how hedge funds have operated. All of this 
will sort itself out a little down the line. You will see a fairly 
well orchestrated regulatory response. Because you have 
to ensure that you don't close the door on a large quantum 
of funds and, at the same time, ensure that you are com- 
fortable with their presence. And I think we will get there, 
sooner rather than later. 
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was that not only could Indian punters route money out and 
bring it in under the guise of OCBs — they could even use the 
NRI route. But instead of establishing whether this was indeed 
the case, it has now become a policy stance. 

Varma says: "I have always argued that if Indian money is 
going out through hawala and coming back, the real problem 
is it's going out, not that it’s coming back. It's a problem if In- 
dian money is going to the US stockmarket. When it is flowing 
in, money has no colour." 

One non-resident Indian fund manager points out that 
this policy stance against Indian investors is highly discrimi- 
natory and counterproductive: "After all, Indian citizens in 
America have a higher median income ($74,000) than the av- 
erage US citizen ($50,000). Chinese non-residents pumped in 
money back home and took it where it is today. Ifa guy's name 
is Rahul Bhatt, but he was born and brought up in the US, 
what then? This is a very nebulous subjection." 

While this needs to be relooked at, the good news is that 
Sebi is thinking more pragmatically than before. Even the fi- 
nance minister has stated that foreign investors wanting to in- 
vest their surpluses in India are welcome. RBI has expressed 
some valid concerns on 
p-notes and has asked 
the finmin to impose 
some curbs. Actually, 
participatory notes is a 
complex route and 
needs to be gotten rid of 
in the larger interest. 

A private equity fund 
manager who manages 
$30 billion says: "I don't 
understand why regula- 
tors are so bothered 
about hedge funds in 
their markets. In the In- 
dian context, it is but ob- 


vious that they are wait- 
ingin the wings with alot IIM-A's J.R. Varma: When cash is 
flowing in, it has no colour 





HEMANT MISHRA 


of money if allowed to 
participate by themselves. Indian markets have matured over 
the years and market forces are capable of determining the ex- 
tent of the participation of hedge funds.” 

What we need now is a clear stance — do we want hedge 
funds or not? Varma argues: “Today, we have had FIIs for more 
than 10 years, their scale of investments has also become very 
bigin the last couple of years. In an early stage of open markets, 
it's all right to experiment. Now the time has come to take a de- 
cision, one way or the other.” That a mature capital market 
need a stable regulatory environment is obvious. 

AsIMF says ina paper on global financial markets develop- 
ments: "As such, we still do not know what we do not know 
about hedge funds, and efforts to improve our surveillance and 
understanding of their market activities should be supported." 
And the quality of our policymakers' efforts now will decide 
whether Indian markets will cross 8,000 or, start receding... Wi 
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N 29 June, with finance min- 
ister P Chidambaram and 
French Ambassador to India 


and flashbulbs popping, 
Videocon Industries chair- 
man Venugopal Dhoot signed a deal 
with Thomson SA'5 chairman and CEO 
Frank E. Dangeard. Videocon was buy- 
ing the French electronics major's 
colour picture tube (CPT) manufactur- 
ing business for 240 million euros 
(around Rs 1,280 crore). The deal gave 
the Indian firm manufacturing plants in 
Poland, Mexico, China and Italy, and an 
R&D facility in Agnani, Italy. 

Just over a week later, on 8 July, came 





Dominique Girard watching 





m 
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P.N. Dhoot at 
Videocon's CTV plant 
in Aurangabad; Eyeing 
the global equipment 
manufacturing market 


another high-decibel announcement 
from Videocon: it would be taking over 
Swedish giant AB Electrolux’s (ABE) 
31.85 per cent stake in the latter's Indian 
subsidiary Electrolux Kelvinator (EKL). 
That morning, Dhoot inked an agree- 
ment with ABE Asia-Pacific’s CEO Peter 
Birch and CFO Paul Gelardi to get the 
rights to license the Electrolux brand in 
India for five years and the Kelvinator 
brand for an unlimited period. Allwyn, 
another EKL brand, would also come in 
Videocons fold. 

Importantly, Videocon would get 
EKLs three manufacturing facilities in 
India — in Shahjahanpur in Rajasthan, 
and Warora and Butibori in Maharash- 
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tra. To top it, starting from 2006, Video- 
con would get annual orders worth 
Rs 5,000 crore from ABE to supply it 
products and components. 

But Videocon’s hunger for acquiring 
manufacturing capacity does not ap- 
pear to be satiated yet. Sources reveal 
that the Indian durables major is now 
eyeing NEC'hs plasma display panel 
equipment in Fokaya, Japan, and even 
some of ABE's facilities abroad. These 
deals would further enlarge Videocon’s 
manufacturing footprint. 

The deals may have been inked all at 
once, but Videocon's strategy of going 
global isn't. Over the last six years, the 
group has been widening its presence in 
East Asia, Europe and the Middle East. 
In China, it now has two units — one 
that can make 2 million CPTs a year and 
another that can make 3 million com- 
pressors. In Italy, it has a CPT unit from 
Thomson (the Agnani plant acquired 
around five months ago) that can make 
6 million units a year and a compressor 
plant at Necci that can make 0.6 million 
units. In Poland, the glass shell plant ac- 
quired from Thomson has a capacity of 
5 million. The Thomson acquisition has 
also given it a foothold in Mexico, with a 
CPT capacity of 3 million. With these, 
Videocon can now service some of the 
largest markets from close quarters. The 
China plant can feed the Asian markets, 
Mexico the Americas, while Poland can 
take care of Europe. The Necci plant has 
been shipped to India. 

The Dhoot brothers — Venugopal, 
Rajkumar and Pradeepkumar — have 
never hidden their fierce ambition of 
making the Rs 7,200-crore group a big 
global player. As far back as in August 
1999, they had shared with BWtheir am- 
bition to take the Videocon brand to 
south Africa and Vietnam (See 'Video- 
cons Big Battle, BW, 16 August 1999). 

The interesting thing is the way they 
are choosing to go global: through the 
OEM (original equipment manufac- 
turer) route. Dictating the shift were 
new business realities — the march of 
the Korean chaebols in the global 
branded durables game and Videocon's 
own eroding market share at home. “It’s 
a conscious decision; otherwise we 
would have been extinct," says S.K. 
Shelgikar, group advisor at Videocon 
and one of the architects of its global 
strategy. We could either take the brand 








_ Yesterday's big brand wants to be tomorrow's 
` equipment supplier to the world. Why is Videocon 
reversing traditional business logic? By Nandini Vaish 


global or go in for intermediaries. Since | 
| makerTCL at its Bangalore factory. 


building a brand abroad was tough, we 
decided to go in for intermediaries." 
It helped that Videocon had already 


been an original design manufacturer | 
| which Videocon beat down 16 bids, in- | 


(the Dhoots prefer to be known as that, 


rather than as OEMs) at home. So | 


Videocon International designs and 


' manufactures for brands like Hyundai 


E andYork. It does everything from indus- 


| 


i 
i 
| 
| 
| 
| 


trial design to rendering, and from raw | 


materials procurement to component 
manufacturing. Videocon also makes 
CTVs for Onida at its Gujarat unit, and 
for Salora at its West Bengal and Gujarat 
factories. It has recently started manu- 


| 


| 
| 
| 
| 
| 


facturing for China-based equipment 


Let's see how the new acquisitions 
will help Videocon with its global strat- 


egy. Take CPTs. The Thomson deal— for | 


cluding one from Philips and several - 


from Chinese manufacturers — will cat- : 
apult Videocon into the No. 3 slot in the _ 
global pecking order for CPTs. With an — 
existing capacity of 19 million, which is | 
planned to be ramped up to 25 million | 
| by December, Videocon would be get- 
ting closer to players like LG. Philips (35. 
million) and Samsung (32 million), and | 
| lion units each. 


race ahead of Sony (13 million). 


aai M and challenges 


| Gass sels 


In glass shells, Videocon will add a 
capacity of 5 million units fromthe ac- ^. 
quisition of Thomson's Poland factory —. 
to its existing 12 million units in 
Bharuch, taking the total up to 17 mil 
lion units. In the next three months, itis- 
talking of ramping up capacity to 25 1 
lion units, making it the fifth largest- 
global player in this segment. Although - 
itis going in for measuressuchaselec- — 
trical boosting at its glass plants, a pro- 
cedure that will increase capacities by 
nearly 50 per cent, it will still be a tall or-- 
der to catch up with leaders NEG and 
Asahi, which have capacities of 60 mil- 















pre-Electrolux Kelvinator buy; CPT: Colour Picture Tube, POP: Plasma Display Panel, LCD: Liquid Crystal Display. OLED: Organic Light-Emitting Diode Source: 
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depth 


“The Thomson acquisition will give 
Videocon a global footprint. The chal- 
lenge is that it will have to compete with 
the Chinese and the Koreans in the 
space. The competition will be tougher 
as itis a shrinking market," says Riddhi 
Patel, senior analyst (television) at iSup- 
pli, a US-based consultancy that tracks 
the global electronics industry. 

Videocon is also exploring whole 
new segments. Pradeepkumar Dhoot, 
president, says he would start manufac- 
turing mobile handsets and IT hard- 
ware in the next two years. But he says 
the plans are in the drawing board stage. 
In other words, the current thrust will be 
restricted to TVs and TV components. 

Indeed, companies like Samsung 
Electronics are truly global because of 
their ability to bet big on technology 
trends. It says investing in technologies 
ofcomponents like semiconductors has 
helped it prune its manufacturing costs. 
Having a balanced portfolio of core 
components like glass and semicon- 
ductors, IT products, and consumer 
electronics is what has helped the Ko- 
rean giant grow and mitigate risks. Not 
only are these three segments related in 
terms of core technology usage, but they 
also follow different business cycles. 

The Dhoots also seem to have their 
eyes on a broad global trend. Today, 
global electronic majors are increas- 
ingly outsourcing the manufacturing of 
their products and components. That's 
why the OEM business is set to boom. 
So countries with low-cost manufactur- 
ing capabilities like China, India and 
some Eastern European nations can en- 
cash this opportunity. 


The OEM Opportunity 


The worldwide market for OEM, alter- 
natively known as electronics manufac- 
turing services (EMS), says iSuppli, is 
now worth $131 billion and is projected 
to grow to $163 billion in 2008. China 
currently dominates the space with a 23 
per cent share ($30 billion) in 2005. This 
share is expected to rise to 28 per cent 
($45 billion) in 2008. The compounded 
growth over this period would come to 
an impressive 26 per cent. 

India's EMS business is expected to 
nearly triple in revenue over the next 
five years, predicts iSuppli. The revenue 
generated by EMS firms in India is ex- 
pected to touch $2.03 billion in 20089, ris- 











VIDEOCON 






for 


Videocon group advisor S.K.Shelgikar, who headed the team that made the 


Thomson acquisition happen 


ing at a CAGR of 21 per cent from $774 | 
million in 2004. The 50-odd players in | 
the Indian market comprise global play- | 


ers like Flextronics and Solectron, and 
indigenous firms like Deltron, TVS Elec- 
tronics, Bigesto and Dixon. 

Videocons big competition in the 
space is, however, going to be from big 
branded players like I 6 and Haier. Iron- 
ically, many of these brands started out 
as OEM players — first in their domestic 
markets, and then abroad. This strategy 
helped them strengthen their manufac- 


turing and gain economies of scale. 


Some like LG, despite being a branded 


player of global stature, still do OEM | 


work in refrigerators. (In India, LG out- 


sources almost 55 per cent of its CTV | 
| plants. Videocon has been using its Ban- 
| galore and Aurangabad plants for ex- 


production and 80 per cent of its air- 
conditioner production to OEMs.) 
Pradeepkumar Dhoot makes no 
bones of the fact that his role models in 
this game are the successful Korean and 
Japanese firms. He has admired the Ko- 
reans, especially for their aggression in 
the marketplace. Little wonder that the 
Videocon strategy has shades of Sam- 
sung, LG and Toshiba speckled all over. 
But given that competition from 


some of these very players, and indeed | 


those from China, is going to be intense, 
how is Videocon going to handle it? 
Playing The Cost Game 


In the cut-throat world of durables and 
electronics manufacturing, controlling 
the cost of production is vital. And that's 
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where Videocon executives believe they 

have an edge over their competitors. 
Videocon has the largest distributed 

manufacturing base across India — 12 


| facilities. Compared to this, LG has two, 


Samsung has one, and Onida has two. 
Videocons distributed capacity has en- 
sured that it has gained ample experi- 
ence in managing a complex supply 
chain — a fact that will come to its aid in 
its spread out ventures abroad. 
Videocon has capacities to manu- 
facture 4 million CTVs, 250,000 washing 
machines, 1 million DVD players, 4.8 
million refrigerators, 140,000 air-condi- 
tioners and 180,000 microwave ovens 
(See ‘Growth Path And Challenges’). 
These will be bolstered by EKLs three 


ports. It supplies CTVs to Toshiba, Road- 
star, TCL, Philips and Thomson, and 
retailer Kmart, and plans to do so to Car- 
refour too. 

Videocons other advantage will be 
its backward integration. The company 


, not only makes components like com- 


pressors and printed circuit boards 
(PCBs), but also the most critical com- 
ponent that goes into a CTV: the shells 
for the picture tubes. These account for 
as much as 50 per cent of the latter's 


| cost. According to group managing di- 


rector Rajkumar Dhoot, Videocon's 
glass shell factory at Bharuch also has 
the highest yield in the world (perunit of 
investment) at 91 per cent. Asahi, the 
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The study of things less than 1/1000th 
the width of a human hair. These are 
the building blocks of nature, and they 
can be used to build some amazing 
things. Like a car that can think. Or o 
tiny computer that can hold every book 
ever written. Or maybe some things we 
haven't even thought of yet. 


www.hp.com/in/plus_nanotechnology 
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Calcom, which are tier-2 manufacturers 





largest maker of glass shells in the world, 
has a lower yield at around 85 per cent. 
Videocon is also setting up its second 
glass facility in Aurangabad by the year- 
end. Says Rajkumar Dhoot: “We are lit- 
erally making gold from sand.” 

The EMS business in India has typi- 
cally hinged on tax exemptions. In 
countries like China it has matured to a 
question of scale. Videocon, like many 
of its peers in India, grew its manufac- 
turing business by taking advantage of 
policy-friendly locations. Aurangabad, 
for instance, is classified under Zone ‘D’ 
under the Special Industrial Develop- 
ment Zones Scheme. Says Subhash 
Nabar, director and head of CTV busi- 
ness: “The Aurangabad factory allows 
an exemption till 2017 if Videocon com- 
pletes a certain investment before the 
year 2009." This, over the years, works 
out to a tax benefit of 135 per cent on in- 
vestment. Nabar adds: “Eleven of our 12 
factories in nine states are based on ex- 
emptions past and present. Seventy per 
cent of our sales come from locations 
that are exempt from sales tax." 

But Videocons terms of margin are 
slightly different from, say, a Bigesto ora 


in 
Rs 


in 


Kuldeep Drabu, group advisor to Videocon, is 
confident that there is a strong market for CRT TVs 


Videocon will charge Rs 100-200 based 
on the screen size. Additionally, it would 
retain 40-50 per cent on the tax exemp- 
tion to the principal as its profit. Nabar 
claims that this way, Videocon saves 
around Rs 200 crore in taxes every year. 


cons business space is changing. It 
wants to be known as a global player. 
But for all the grand talk, does Videocon 
have the financial muscle to bankroll its 
ambitious plans? Says Rajkumar Dhoot: 
"We have enough money. Our glass and 
oil & gas businesses are very profitable 
and will feed the durables business. We 
will not raise debt." Pradeepkumar Says 
that the group is applying to the Italian 
government for a grant to expand their 
business in that country. 


through the two deals. While ABE in- 
vested Rs 415 crore for a 5 per cent stake 


vested 225 million euros for 14 per cent 
of Videocon Industries and 15 million 
euros for an identical stake in Videocon 
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trends, it's imperative to ask whether it's 
going in for too much capacity on a 
product that may soon be overtaken by 
new technology. Currently, conven- 
tional CTVs account for the majority of 
sales, even in theWest. That's the market 
Videocons products will ultimately be 
selling in. 

However, a sharp drop in plasma 
and LCD (liquid crystal display) prices 
could hit this plan hard, especially in the 
global markets, where it may be left sad- 
dled with huge capacities and high op- 
erating costs. 

But Videocon is betting on the fact 
that at a time when the larger global 
manufacturers are graduating to newer 
technologies like LCD, PDP and organic 
light-emitting diode, the demand for 
plain-old cathode-ray tubes (CRTs) will 
be filled up by the emerging markets, 
where volume growth is likely to be 
high. Videocon's group advisor Kuldeep 
Drabu has another point to make: “A de- 
cent LCD TV is available for about 
$2,000. The most expensive CRT TV is 
available for $600. As long as LCD and 
plasma prices are twice as expensive, 
the market share of CRT cannot come 
down below 75 per cent. Once their 
prices are below $1,000, then we have 
competition." Besides, the world mar- 
ket for CRT is estimated to be around 
131 million units in 2009. 

The other big challenge Videocon 
will face is from the rising input costs. 
Besides, there is the issue of breaking 
new ground in terms of geographies 
and product segments. As Patel of iSup- 
pli points out, EMS players like TCL- 
Thomson, Konka, Skyworth and 
Changhong have already established 
relationships with tube makers as well 
as with branded vendors, to whom they 



































India. While a Bigesto would make 
100-150 on the assembly ofa CTV set, 


Now, as it’s aiming higher, Video- 


Some funds have also come in 


Videocon Industries, Thomson in- 


International (Rs 1,425 
crore in all). 

Meanwhile, the 
group is undergoing 
some financial restruc- 
turing, under advice 
from Development Bank 
of Singapore and ICICI 
Securities. As part of that, 
Videocon International 
is being merged with 
Videocon Industries, the 
groups flagship firm. 

Post merger, Thom- 
sons stake in Videocon 


Industries will stand at 14 supply. "Which brand will Videocon sell 
per cent. The merger will | to?That'sa big question," says Patel. 
give the group good cash Also, analysts feel Videocon needs to 


flow to stretch itself in the 
international markets, 
says Venugopal Dhoot. 
He expects the market 
Capitalisation of the 
combined entity to be 
around Rs 10,000 crore. 


get the right professional managerial 
talent in place to fulfil its global ambi- 
tions. Shelgikar feels Videocon has 
made its moves at the right time. He 
says: “The consumer durables industry 
is in the down stages of the cycle. If I 
don't take the opportunity now, I won't 
get a chance when the cycle reverses.” 


The Challenges Ahead The coming years will see whether 
Given that Videocon’s big | Videocon’s big gamble of standing tradi- 
bet is on the broad tech- | tional business logic on its head pays off 


nology and business for the company. a 
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New generation Anti-lock Braking Systems (ABS), Electronic Stability Programme (ESP), Traction Control System (TCS) ant 
Air Bag Control Units - Bosch invests billions of euros to enhance vehicle safety and performance. In India, Bosch and Mic 
are working together to ensure your vehicle has access to the world's best technology. Bosch, the largest auto componen 
supplier in the world and Mico, the largest in India, will together make mobility Clean, Safe and Economical. That's The powe 
of We - giving you the best of both worlds. So the next time you're on the road, you can weather all conditions confidenth 


The power of We 








y niranjan rajadhyaksha | | . 





You can email the author at 
niranjan r&hotmail.com. 


Harvard 
researcher 
Emily 
Oster has 
found a 
correlation 
between 
hepatitis B 
and 

the low 
sex ratios 
in Asia 








A malady and 


gender justice 


HERE are some murder mysteries 
that do not require a Sherlock 
Holmes to untangle; or so we like to 
assume. One mystery with an os- 
tensibly obvious answer concerns 
a hundred million missing Asian women. 

Economists of the stature of Amartya Sen 
have noted that Asia has far fewer women than 
it should have. Most countries in our continent 
have sex ratios that are lower than the world 
average. In other words, there are fewer women 
for every hundred men here than in most other 
parts of the world. 

Why are these women missing? Where have 
they gone? The conventional answer is that 
they have been killed — in the womb, immedi- 
ately after birth or in their early years (when 
they are often neglected and the boys get better 
nutrition and medical care). 

The obvious answer can sometimes mis- 
lead, as anybody who has read a few detective 
novels will tell you. Emily Oster, a young 
researcher at Harvard University, has ques- 
tioned conventional wisdom on the issue of 
Asias missing women. Her explanation is inter- 
esting, and can rewrite the conventional wis- 
dom on the subject. 

Its all about a virus. Oster says that women 
who are carriers of the hepatitis B virus, which 
damages the liver, tend to give birth to far more 
boys than girls. The sex ratio of a normal popu- 
lation is roughly one boy for one girl. But 
women afflicted by hepatitis B tend to give 
birth to more boys. The sex ratio of their prog- 
eny is about 1.5 boys for one girl. This fact may 
help explain why Asia has fewer women than it 
ideally should. Oster's research could force 
everybody concerned — from the public policy 
establishment to the activists for gender justice 
— to look beyond the obvious. 

Takealookat what happened in Alaska. The 
Native American population here has had high 
rates of hepatitis B — about 20 per cent of the 
population in some areas. The non-native 
Alaskans did not have a similar problem. In 
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1982, the state government decided to vacci- 
nate the states entire population against 
hepatitis B. In the twenty years since then, the 
sex ratio changed in those areas of Alaska 
where Native Americans predominate. There 
were more girls born than before. Taiwan 
too saw a higher proportion of girls after the 
early 1980s, when it went in for a countrywide 
attack on hepatitis B. 

Now, the troublesome question: which of 
the two is the more important — gender dis- 
crimination or hepatitis B? Oster says that 45 
per cent of the missing women in Asia can be 
accounted for by the hepatitis B virus. This 
means 48 million women, if we go by Amartya 
Sens 107 million estimate of the problem. 

But the answer differs from country to 
country. She believes that hepatitis B can ex- 
plain 45 per cent of Asia's missing women — 
around 75 percent in China, between 20 and 50 
per cent in Bangladesh, Egypt and West Asia, 
and less than 20 per cent in India, Pakistan and 
Nepal. This means that the traditional explana- 
tion — the criminal neglect of girls — still 
largely holds as far as India is concerned. 

Theinterestingthing, as always, would be to 
see how the data differs from state to state. If 
hepatitis B accounts for 20 to 50 per cent of the 
missing women in Bangladesh, wouldn't it be 
safe to assume that it accounts for a similar pro- 
portion of the problem in West Bengal? And 
what about Karnataka and Bihar, Maharashtra 
and Punjab? Would the answers differ dramati- 
cally between the socially progressive and so- 
cially backward states? 

It is these issues that should be discussed 
when the question of India's missing women is 
discussed. Oster's trail-blazing research sug- 
gests that social policies may have to be 
designed depending on how the missing 
women are accounted for. The national cam- 
paigns against sex determination tests and 
gender injustice need all the support they need. 
But an aggressive attack on hepatitis B would 
not harm us either. Es] 
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Inventory Management 


Keep track of your Inventory... 
in real time. 
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2 “With Tally 7.2, | can keep track of my Inventory 
i and profitability on a regular basis.” 





Nature of business: Sales and Service of computers and peripheral 
AMCs for all kinds of printers and computers. Rentals of computer 
laptops, servers. Number of years in business: 6 years 

Address: #106, H.V.M. House, off intermediate Ring Road, Domlu 
Bangalore-560 071. Tel: 080-25357565 


Tally 7.2 - The Complete Accounting & Inventory Software 


Tally is available with all leading Computer/Software dealers across the country. 





Tally Authorised Service Centre 


Reliable, affordable and easy to deploy services 


Visit www.tallysolutions.com to locate a TASC near you 
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OLFGANG Prock- 


Schauer, the Austrian 
CEO of Jet Airways, 
keeps the air-condi- 
tioning in his room ata 
freezing level. It re- 
minds him of home. 





Perhaps it also keeps his mind off the 
heat that has beset his workplace since 
he took charge in June 2003. 
Prock-Schauer, earlier a 
manager at Austrian Air- In’ I Tal i i 
ways, tookoverom Seve NAIa’s largest private airline is going 
Forte, who was Jet’s third , : 
CEO in its first decade of op- global. It S a Very different Sky out there. 


erations. The discomfort of 


successive CEOs with the HOW iS it preparing for this big test? 
hands-on management 
style of chairman Naresh By Radhika Dhawan 





Goyal was already the stuff 3 o3 S. ad 
of legend (See ‘On A Wing And A Prayer, AT 
BW, 22 September 2003). To top it, the Domestic operations will 
company was in the red: it had closed remain Jet's mainstay for 
2001-02 and 2002-03 with losses of Rs 3] some time to come. "It's 
crore and Rs 119 crore, respectively. The logical that we will jene 

: A let go of our domestic a XN 
company S debt, at almost Rs 3,200 dominance,” says CEO T a 
crore, took its debt-equity ratio to a high Wolfgang Prock-Schauer Ns. Ec i 
of 9.3:1. The Indian aviation industry b NOSE 


was also going through a big churn — 
Air Sahara was eating into Jet's market 
share, and low-fare carriers were by then 
aclear probability for the Indian skies. 
Though the company booked prof- 
its of Rs 149 crore and Rs 392 crore in 
2003-04 and 2004-05, the heat hasn't let 
up for Prock-Schauer. Jet is just begin- 
ning to realise the dream it has cher- 
ished since it was founded — to be a 
well-recognised player in the interna- 
tional skies. In the past three months, 
the airline has launched flights to three 
international destinations — London, 
Singapore and Kuala Lumpur. To launch 
its fourth international route, to Newark 
in New Jersey, US, it's fighting a legal bat- 
tle with an airline ofthe same name (See 
Whose Jet Is It?' on page 50). The com- 
pany also handled its initial public offer- 
ing recently and raised Rs 1,900 crore by 
selling investors a dream of fast growth. 
By the looks of it, Prock-Schauer's 
hands are going to be full in the coming 
years too. Chairman Goyal has pinned a 
lofty ambition on the team's drawing 
board. "I would like to see Jet Airways 
becoming one of the five best airlines in 
the next five years," Goyal told Business- 
world in a telephonic interview from 
London. Apart from touching many 








more destinations, Goyal envisages 
creaming the top of the international 
market with service standards that 
match the best in the world. 

True, in a dozen-odd years, Goyal 
has managed to create Indias largest 
airline. But he has done so with compe- 
tition from Indian Airlines and Air Sa- 


hara. Now, it will have to contend with 
some giants of international aviation 
like Emirates, British Airways and Sin- 
gapore Airlines — and thats a com- 
pletely different game. "Flying interna- 
tional is like setting up a new airline," 
says Saroj Dutta, executive director, Jet 
Airways. In effect, this is the company's 


Jet's global strategy 


flights and vice versa 


aa hd hd hd Raise 


Build up a global network as quickly as possible 
Keep the positioning premium and aim for business traffic 


Get into code-sharing pacts with other airlines. Such deals 
are in place with BMI for UK and United Airlines for US 


Incentivise users to extend their onward travel by offering 
domestic frequent flyer miles on international routes 


Avoid first class initially, and keep the standards of 
business class high with flat beds on long-haul flights, 
classy Rosenthal cutlery, and plates instead of food trays 


Use the domestic network to feed traffic into international 


Keep costs low initially by outsourcing work like engineering 


and check-in facilities at international airports 
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biggest leap yet. 

[n terms of numbers, that leap will 
make Jet an airline three to four times 
its current size in five years. Its 47 
strong fleet will expand to 90 aircraft in 
that time. Thirty new aircraft have been 
ordered from both Airbus and Boeing, 
of which 20 are meant for the interna 
tional skies. 

Getting enough qualified people to 
run and maintain the aircraft is going to 
be a big challenge for Jet. The demand 
for such people already outstrips their 
supply in India by far. On an average, 
each long-haul flight needs 10-11 differ 
entsets of pilots and cabin crew; each set 
needs two pilots and 12 crew members. 

Then regulatory delays could play 
havoc with its plans. Jet, which is now 
awaiting clearances from the US de- 
partment of transport and the Federal 
Aviation Administration, is trying to 
lease the new aircraft earmarked for the 
USroute to Air-India. This way, it can re- 
cover some of the leasing costs by the 
time the permissions come in. 

Jet will also need permission from 
the Indian government to add each new 
destination on its map. As of now, apart 
from saying that the lucrative Gulf sec 
tor would be opened up to private play- 
ers like Jet in three years from now, the 
government hasn't said how it wants 
to open up destinations in the rest of 
the world. It has adopted an 'open skies 
policy with the US, wherein airlines 
of one country can fly in and out of 
the other country without prior permis- 
sion from the government. 

After the US, Jet wants to go to other 
destinations where an Indian carrier like 
Air-India is not present in force. In Eu- 
rope, it's looking at Milan and Rome, in 
South-east Asia it's looking at Shanghai, 
and in Africa it's interested in Nairobi. In 
five years, Jet expects half its revenues to 
come from international flights. 

But while international flying in- 
creases revenues, it also increases costs 
significantly, and crunches margins. 
Thus the airline is unlikely to repeat the 
high of 32.5 per cent that its operational 
margin reached in 2004-05. Karl Sal- 
danha, chief financial officer at Jet, says: 
"We expect the margins to go down to 
26-28 per cent by the end of 2005 06." 
In comparison, British Airways operat- 
ing margins in 2003-04 was at 5 per 
cent, which was a significant improve- 
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BMI 
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ment frcirthe 1 per cent it posted two 
years ago. 

Apart from the running costs, there's 
the small matter of the $2.5-billion bill 
for the new aircraft. In airline financing, 
15 percent ofthe amount has to be paid 
upfront. Jet will raise most of this book- 
ing fee through internal accruals, and 
the rest with loans from the US Exim 
Bank and IDFC. The company’s current 
debt-equity ratio of 1.5:1 means that the 
balance sheet can be leveraged further. 

True, financially, the airline is in a 
better shape than it has been in the past 
five years. Behind the whine of Indian 
airlines about high operating expenses 
in the country, the truth is that air fares 
here are relatively quite high. A well-run 
airline has enough scope to be ex- 
tremely profitable in a good market. 
Jets numbers tell the story. In 2004-05, 
Jet raised its fares by 10 per cent twice to 
counteract a 31 per cent rise in fuel 
prices. That, coupled with an 18 per 
cent growth in the number of passen- 
gers, helped Jet increase its operating 
revenues by 24 per cent to Rs 4,420 
crore in 2004-05. 

“The balance sheet is strong enough 
"Flying international is like setting up a 
new airline," says Saroj Dutta, 
executive director, Jet 


SITIS TIT T TIT Has already reacted sharply to Jet's entry into 
its home base by reducing Singapore airfares to sub-Rs 15,000 from 
the main cities. Already operates 100 flights a week out of India 


Has a strong grip over Europe and the US. Cut 
London return fares to Rs 24,500 to match Jet's inaugural offer 


Will compete for traffic to the US going via 
Dubai. Enjoys a high premium positioning and is not a price warrior 


Tends to be a price warrior and will compete 
for US traffic. This is where Jet foresees the toughest price competition 


ALI EIE Adding another four cities to its Indian 
network, taking the total up to 11 cities. Competes on price too 


Focuses on service. Offers massages on flight 
and liveried service to business class customers 


Has a strong hold over the domestic market in 
the UK, which it can use to offer attractive onward connectivity 


On a big expansion spree in India. Adding six 
flights by November 2005 to its existing 32 












































to handle this scale,” says Saldanha. 
“But even if the market holds up, man- 
aging this scale of operation is going to 
be quite a job." Can the airline juggle the 
complexity of international aviation? 


SENSE of Jet's approach to the busi- 

ess is apparent from the way it got 

out ofthe tight spotin the domestic mar- 
ket and handled the pre-launch prob- 
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lems ofthe international foray. 

When Prock-Schauer joined morale 
was at a low. It was also when several ex- 
patriate staff contracts had been cut and 
that had created quite a lot of bad blood 
within the company. But it was Prock- 
Schauer' easygoing style that won the 
day. Some say it was Prock-Schauer's 
ability to get along with Goyal that eased 
alot of tension. 

Prock-Schauers team started off 
with common-sense suggestions to turn 
the airline around. He asked the opera- 
tions team if it could manage the same 
routes with fewer aircraft. In the four 
years before 2003, the domestic market 
had grown by 16 percent, but Jet's capac- 
ity had grown 30 per cent. Leasing out 
two aircraft stabilised capacity and also 
earned the airline $300,000 a month in 
fees. He negotiated a four-year wage 
contract with the labour force, giving the 
cost some predictability. 

About six months after Prock- 
Schauer and his new COO Peter Luethi 
(formerly with Swiss Air) joined, the 
market started recovering from the af- 
termath of 9/11, which had plunged the 
airlines industry into a deep recession. 
For the first time, the ratio of GDP growth 
to air travel boom moved beyond 1:1 to 
1:4. The airline used this growth to con- 
solidate its position in the corporate 
market through measures like same-day 
returns on major routes and priority 
check-ins. The idea was to insulate the 
airline from the price wars that were in- 
evitable. (In 2001, when Sahara 
started the first price war Jet had 
been caught unawares; it came 
out with the APEX structure 
much later.) 

Another help was installing 
a yield management system, a 
software that helps airlines of- 
fer flexible fares and maximise 
the use of the available seats. 
The software replaced the man- 
ual system that worked fine 
with fewer aircraft, but was 
grossly inadequate in handling 
40. Installing this software had 
been a point of conflict be- 
tween former CEO Forte and 
Goyal. But by the time Prock- 
Schauer moved in, it had be- 
come a necessity to manage 
tariffs and passenger load fac- 
tors (seats booked as a percent- 


age of those available) dy- 
namically. Till then, the air- 
line had about a 63 per cent 
load factor. With the system 
in place, the load factor 
jumped to 73 per cent in 
2005. 

Towards end-2003, the 
Naresh Chandra committee 
made the initial moves to- 
wards opening up the global 
skies, starting with Kath- 
mandu and Colombo. That's 
when the preparation for the 
international market started 
in earnest. Studies were done 
on the profitability of routes, 
aircraft types and markets. 
Tentative decisions were 
made about which markets 


to fly to, pending govern- light alert 


ment clearances. The first 
choices were the low-hang- 
ing fruits. For example, till re- 
cently, only British Airways and Air-In- 
dia had direct flights on the lucrative 
Mumbai-London sector (before Virgin 
and BMI came in). Says one aviation 
consultant: "BA has been creaming the 
market for years. The Mumbai-London 
route is one of their most profitable 
routes worldwide." Similarly, only Sin- 
gapore Airlines offered direct flights to 
the city-state till recently. 

For the Newark flight, Jet plans to 
connect via Brussels in the Netherlands, 
and not London, as Air-India does. 
There are a number of reasons for this. 
"We believe that there are enough pas- 
sengers trying to get to the US as quickly 
as possible," says Dutta. Plus, the Lon- 
don-US sector is already overcrowded. 
So there was the danger that Jet will fill 
up most of the 250-seater aircraft in In- 
dia with traffic for London, and then re- 
fill it for the US sector at Heathrow. So 
the airline looked at Paris and Brussels 
as options and decided on the latter be- 
cause it was the cheaper ofthe two. 

The bigger decision was the aircraft. 
The flights to Colombo and Kathmandu 
could be handled with the existing Boe- 
ing 737s. So was the case with South- 
east Asian destinations. "We felt that us- 
ing the 737 to Colombo or Singapore is a 
good way to start. You don't have to fill a 
250-seater everyday," says Luethi. 

But a seven-hour flight to London 
requires a wide-body aircraft, like the B- 
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771, the B-747 or the A-340. Generally, 


airlines stick with the variants of a par- | 
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ticular make of aircraft because it re- | 
duces fleet complexity, training and | 


maintenance costs. Now, this argument 
dissipates when upgrading to a long- 


haul aircraft. Here, the cockpit, the | 
spares and the maintenance skills re- | 


quired are very different and simplicity 
isnt what one is looking for. So it made 
no difference whether Jet went for a 
Boeing or an Airbus. But at the time, the 
market was booming and long-haul 
planes were in short supply. 


About the same time, South African Air- 
ways put three Airbus 340-300s on the 
market for leasing. Both Sahara and Jet 
lunged for the deal, but Jet clinched it. 


JET AIRWAYS 





One of the major worries in front of Peter Luethi, Jet’s COO, is to hire pilots and technical 
staff in a tight job market. “We need to replace quite a large number,” he says 


out of a staff of 80 to the likes of Spice 
and Kingfisher, who have promised 
them training to fly larger jets Says 
Luethi: "It's quite a large nuxaber. We 
obviously need to find replacements. 
But if you get a chance between the bi- 
cycle and a Ferrari, you will go for the 
Ferrari, right?" 

The problem was that no Indian pi- 
lot had the experience of flying the A- 
340. So expatriates, who charge 30-40 
per cent more, needed to be hired. In- 
deed, salaries in 2004-05 have risen 20 


| percent over the previous year. But the 
Luck was on Prock-Schauer's side. | 


This too was tinged with drama. The | 
South African media questioned the | 


deal, alleging that Sahara had offered a 
higher price. Prock-Schauer dismisses 
the claim: "South African Airways is a 


partner of Jet. Even before the aircraft | 
deal, we werelookingat cooperation.So | 
| the government requires that at least 


our overall deal was better." 


But there was no time to upgrade | 


the internal skills to maintain such an 
aircraft. Jet got around this problem 
outsourcing the maintenance of the A- 


| 340s to Lufthansa. It also kept the costs 


in check. But one couldn't do the same 


for pilots. Jet has recently lost 20 ATR | 
(Avions de Transport Régional) pilots | 


An 


government does not allow expatriate 
pilots to be hired for more than a year. 
"Its a problem. Not too many pilots will 
leave an Air France to come to India for a 
year," says Dutta. 

Here again, luck was on Jet's side. 
Prock-Schauer pulled in a favour from 
his old organisation, Austrian Airways. 
He asked an ex-colleague, captain Gus- 
tav Baldauf, to come to India on a sec- 
ondment to fly the A-340, set up the sys- 
tems, and plan the rest ofthe hiring. But 


one pilot in the cockpit be an Indian. So 
senior pilots were sent to Airbus's head- 
quarters in Toulouse for training. It was 
close, but the first flight to London took 
off as scheduled, four months after the 
licence was granted. 

But there were customer com- 
plaints. The problem was that the em- 






- and nonsense." That's 


the allegation a namesake 
_ airline has made against Jet 
1 Airways in the US. Nancy 


[ of the US-based Jet Airways, 
_ filed a complaint with the US 


^. , claim that a part of the initial 

^ 4 funding between 1991 and 

=> 1993 allegedly came from 
-' | Dawood Ibrahim Kaskar, 


designated as an international 
_ terrorist by the US government. 
_ The matter is still being probed. 


Jet's reaction has been to 
attack the credentials of 
Heckerman and file a case 


. | against her and the company. 


The ownership issue has 


| perenially haunted Jet. Its roots 


; go back to 2001 when Arun 
_ Shourie declared that the 


|! government had tried to trace 

; the ownership of Jet and failed. 
Back then, Shourie claimed that _ 
he had no idea whether Jet was 
an Indian or a foreign company. 


Investors thought things 


= | ownership. According to the 
_ prospectus, Jet Airways is 
; owned by Tail Winds, an 


1 in the Isle of Man, and Goyal 


< of Tail Winds. If there were 


| went public. 

| The US department of 

! homeland security, which is 
; currently involved in 

| investigating Heckerman's 

| claim, is not about to let the 





|! matter rest at the shareholding 


level. If it’s proven that any 
: funding or shareholding was 
| from questionable sources, 


j then Jet's reputation and global 


"I" HAT is an irrelevant issue. 
M ltis ridiculous, outrageous 


Naresh Goyal commenting on 


| Heckerman, president and CEO 


|; department of transport that Jet 
_ should not be allowed to start 
| commercial operations to the 
. | US since it allegedly has links 
| with Al Qaeda. She goes on to 


! would clear up once the airline 
; went public, but the savvy Goyal 
* gave no further clues about the 


< investment company registered 
; and his wife own 100 per cent 


; other shareholders, there was 
|; no sign of them by the time Jet 
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ployees at the European agency to 
which Jet had outsourced the airport 
handling weren't attuned to needs of In- 
dian customers. There had been too lit- 
tle time for training because the launch 
was rushed. This is a learning for the air- 
line — that even when a process is out- 
sourced, one needs to invest time in ad- 
equate training. 

Even then, Jet has managed to get 
impressive load factors on its interna- 
tional routes. Its Singapore and Kuala 
Lumpur flights are operating at over 75 
percent and the London flight is operat- 
ing at about 62 percent — both are justa 


tad lower than what established airlines | 


would do in the peak season. 


ESPITE the serious global ambi- 

tions, the domestic market will re- 
main Jet's mainstay for some time to 
come. Says the CEO of an investment 
bank: "It does make sense to mitigate 
the risk of international flying with a 
strong domestic base on the balance 
sheet. Investors should heed that." 

Jets continued hold over domestic 
skies is critical for other reasons as well. 
It needs the domestic network to feed 
the international flights from more des- 
tinations in India and vice versa. And its 
frequent flyer programme will be used 
to incentivise patrons to extend their 
bookings to other sectors. As an inau- 
gural offer, it's giving 10,000 Jet Privilege 
miles with a two-way Singapore ticket. 

Jets share of the domestic market 
has already come down by 2.5 per cent 
in 2004-05 to 42 per cent. And then 
theres competition from the low-fare 
airlines. "We figure that at least 100 new 
aircraft will hit the skies over the next 
few years," says Kapil Kaul, director of 
the Asia-Pacific Centre for Aviation, a 
UK-based consultancy. 

Though the market growth, at 25 per 
cent last year, has picked up, it will surely 
not match the growth in supply in the 
next few years. So Jet's share will in- 
evitably come down further. If there's 
another downturn like in 2001-02, there 
could be bloodbath in the skies. 

So the focus will be on controlling 
costs. Says a US-based international 
aviation expert: “I can’t stress enough 
the importance of managing costs 


across the entire system. Ultimately, the | 


airline with the lowest cost per passen- 
ger will prevail.” 
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Some analysts believe that if Jet 
manages to retain a chunk of the busi- 
ness traffic, it would be able to stay 
profitable in this market. Here's the 
logic. Between Jet and the low-fare car- 
riers, about 75-80 per cent of the costs 
— including those for fuel, salaries and 
landing charges — are the same. True, 
outsourcing has chipped some of the 
engineering costs for Kingfisher and 
Spice. Also, Jet's salary costs, at almost 9 
per cent of revenues, would be higher 
than that what the others incur. The 
new airlines save another 3-4 per cent 
because Jet is a full-service airline offer- 
ing full-fledged meals, whereas a Dec- 
can doesn't offer that. In all, the costs for 
the low-fare carriers would be 25-30 per 
cent lower than Jet's. 

As long as these airlines function at 
the same load factor as Jet — 70 per cent 
or so — they can have the same prof- 
itability as Jet's by offering fares that are 
25-30 per cent lower. But in reality, some 
ofthe new airlines are offering fares 40 
per cent lower. Says an analyst: "In this 
case, the new airlines have to push for 
an occupancy level of 80 per cent or 
above consistently to make money." 
(SpiceJet, though has an advantage 
here: it flies 180-seater planes against 
Jets 150-seaters, giving it 20 per cent 
more capacity straightaway.) 

For the moment, Jet believes that its 
reach of 42 Indian destinations will give 
it the edge over other private carriers 
(Indian Airlines, with 62 destinations in 
India, is the overall leader). And that will 
be important for onward connectivity 
of its international flights, something 
foreign airlines will have to get in India 
through deals with domestic here (like 
Jet has done with BMI and United Air- 
lines for onward connections in those 
countries). 

But the calculations are turned 
when it comes to the international skies. 
“To a great extent, a full-fledged interna- 
tional network compensates for indi- 
vidual country price wars,” says Abdul 
Nasser Abdulla, vice-president (India 
and Nepal), Emirates. That's why British 
Airways could immediately match Jet’s 
promotional offer of a return trip to 
London for Rs 24,500. That's the sort of 
competition Jet is up against. 

Prock-Schauer and his team needs 
to fasten their seat belts — it’s going to 
be a bumpy ride indeed. B 
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_ LETTER FROM THE US 


Embedding Smarts’ 


In outsourced services 


VASANT KUMAR 





WROTE in this column many 
moons ago about how India has 
both the potential and the oppor- 
tunity to compete creatively in 
global markets — by creating 
knowledge-based enterprises in 
ways that the US or Europe cannot. 

I argued that we could embed 
‘smarts’ in several areas to create global 
value. The article drew much interest 
then. Curiously, it still elicits emails from 
readers, a year later. So I was intrigued 
enough to examine how much of a 
change there has been in knowledge- 
based value creation in India since the 
last column (‘Competing Creatively In a 
Globalising World’, BW, 22 March 2004). 

At the macro-economic level, a ma- 
jor event in the form of the US presiden- 
tial elections has passed. As expected, it 
had no palpable negative effect on In- 
dias BPO market. The likes of Lou 
Dobbs, who hold some sections of the 
media attention, cried hoarse on the 
flight of jobs and opportunities over- 
seas. But they have been rendered all 
but irrelevant. A pro-business Republi- 
can government supports the industry's 
pursuit of opportunities to increase effi- 


FORTUNA’s 


Companies abroad are now leveraging 
Indias knowledge-based strengths 


ciencies through  off- 
shoring processes. 

The year gone by has 
also witnessed a new gov- 
ernment in India. "A 17- 
strong ragbag ofa coalition 
that the Congress heads in 
minority", in the words of 
The Economist, may be 
seen as less pro-business 





Vasant Kumar has fou- 


project management 
skills. This is a shift from 
being seen as the place to 
go to for software develop- 
ment. In order to move to 
the next level, we need to 
go beyond sound bites like 
'knowledge process out- 
sourcing and demon- 
strate the substance be- 


but more politically mod- hind such jingles. Let me 
erate by a few who follow  nded and runsa boutique ^ illustrate with examples of 
the developments in the consulting company in small firms seeking to do 
US. The changes at the po- the area of life sciences this from India. 


litical level on both sides 
augur well for creating 
business value across the 
Indo-US corridor. 

At the micro-economic level, more 
companies in India are getting used to 
delivering repeatable, low-end process 
workin areliable manner for US clients. 
India is increasingly seen as a destina- 
tion for migrating labour-intensive 
processes that need perfunctory man- 
agement intervention and moderate 


in Princeton, New Jersey. 
He can be reached at 
vasant@scriplogix.com 


Consider the mobile 
handsets market. The av- 
erage shelf life of the 
device is a paltry three months. Only a 
constant stream of innovation at a furi- 
ous pace can help capture a fickle custo- 
mer base. The choices are enormous, 
and it is a buyer's market. By 2010, mo- 
bile phone subscribers will climb to 75 
per cent of the US population, or ap- 
proximately 236 million users. This year, 
119 million handsets will be sold, with 
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handset vendors generating revenue of 
more than $17 billion. 

Europe is the hotbed of innovation 
in the area, and the focus for innovation 


has moved from multiple variations of | 


hardware to software in phones. With 
GSM technologies as the uniting link 
across Europe and Asia, service 
providers are chasing a lucrative market 
that spans the two continents. The total 
mobile handset population in India 
is pegged at 18 million, and is expected 
to touch 100 million by 2007 (China 
crossed 200 million in 2002). Winning 
is Clearly predicated on innovating at 
a very fast pace. 


Enter Fortuna Technologies, a Sili- | 


con Valley-based firm, with a knowledge 
hub in Hyderabad. Rather than follow- 
ing the crowded generic software devel- 
opment area that the com- 
pany is well equipped to do, 
itis choosing to differenti- 
ate on knowledge-inten- 
sivelines. Fortuna India has 
positioned itself as a bou- 
tique knowledge player in 
3G wireless software with 
integrated solutions for 
leading handset technol- 
ogy companies and manu- 
facturers in Europe and the 
Asia Pacific. Its customers 
are mobile technology and 
platform vendors, mobile 
handset vendors and oper- 
ators providing products 











. Mark Onyett, CEO, TDX Group 
| The company prides in its 
| technology-powered solutions 


—— 





Fortuna, on the other hand, focuses | 


on playing the knowledge game. This 


narrow customer set, their technology 
and processes, thus embedding smarts 
into its services. Customers seek to min- 


imise risks and efforts in the process of | 


expanding and maintaining their prod- 
uct portfolios. To complete their prod- 
uct portfolio, reduce internal R&D costs 
and introduce new concepts at minimal 
financial risk, they turn to knowledge 
players like Fortuna India. 

India offers the ability to quickly 
ramp up with highly qualified people. 


This is the single largest advantage since | 
it allows the outsourcing firm to com- | 
_ the nature of buyers of debt, their fund- 
solely to cost. Says T.C. Ashok, presi- | 
dent and CEO, Fortuna: "There is no | 


pete effectively on time as opposed 


and services based on dual to provide debt sales broker- 
d latf Th | age & recoveries manage- . sj 
mode platforms. e | ment services in spa des 


company provides a range 
of highly customisable 


wireless terminal solutions for complex | 
multi-vendor terminal integration (See | 


Fortunas Value Delivery Model’). This is 
done through platform independent 
application frameworks. They offer so- 
lutions to enhance clients’ product 


line, and provide a distinct time-to- | 


market edge. 

Fortuna offers flexibility in design- 
ing partnerships, a deep knowledge in 
niche areas, and significantly more at- 
tention to the customer than large play- 


ers can afford. Large IT service opera- | 


tors focus on a numbers game — 


number of customers, employees and 


projects. All of these are intrinsic to a 


business model that delivers a superior | 
. With over £170 billion of consumer | 


cost structure, driven by volumes. 








way our customer could have increased 


its internal team by over 150 in less | 
than one year, every one of whom is | 


a qualified engineer or has a Master's 
degree with proprietary technology 
training on the latest 3G technology. 


Now, we are putting together an entire | 
| 3G/GSM for a major global player in | 
_ less than nine months on a totally new | 
_ edge-based value creation are visible in 


platform, which would have typically 
taken the customer around two to 
four years. For clients seeking niche 
value, vendor size isn't the issue — 
knowledge certainly is." 


Such knowledge-based dynamics | 
_ tition that fuel India’s dream of becom- 


from India are not confined to technol- 
ogy alone. Consider the debt market. 
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“The competence 
we are able to | 
engage in sophis- | 
ticated analytics 
9 isthe primary | 
B reason we focus 
on India. The 
quality we man- 
age from India 
delivers returns 








LETTER FROM THE US 


credit debt, the UK — second to the US 


_ in volume of debt and recovery — is a 
stems from a deep understanding of its 


highly fragmented and relatively unso- 
phisticated market. The TDX Group is a 
UK-based company engaged in debt 
sales brokerage and recoveries manage- 
ment. In both lines of business, the 
company’ relative ability to match the 
profile of the debt with that of the pur- 
chaser, ina way that increases the return 
on investment of the transaction, will 
give it the edge over competition. 

To create value, TDX must have 
superior data, strong analytics and soft- 
ware solutions. The high quality of 
data calls for research, meticulous 
design, and execution oftests to find out 


ing pattern, buying preferences, the 
sellers, what they sell, etc. Strong analyt- 
ics represents the ability 
to develop a series of so- 
phisticated mathematical 
models with discriminate 
predictive fidelity. And soft- 
ware solutions enables 
TDX to handle sophis- 
ticated segmentation, cope 
with complexity and cap- 
ture data behind the 
processes — its knowledge 
repositories. 

From its office in Mum- 
bai, TDX uses India to build 
competitive advantage in 
each of the three dimen- 
sions — a different proposi- 
tion from using the coun- 
try's low-cost labour pool. 
CEO Mark Onyett observes 
that the fully-loaded labour 


| costs are actually higher than it is in the 


UK for their kind of work. “The compe- 
tence we are able to engage in sophisti- 
cated analytics is the primary reason we 
focus on India," he says. "There are other 
places that are cheaper, but the quality 
we manage from India delivers returns 
in spades." 

Clearly, the beginnings of knowl- 


small, focused specialty players in India. 
As Europe begins to sashay towards off- 
shoring, taking cue from American 
businesses, these Turks may well have 
begun partnerships for creative compe- 


ing the omphalos of the world's knowl- 
edge-based service industry. æl 
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History 
shows 
that 
visionary 
leaders 
have 
been 
path- 
creators, 
capable 
of action 
even 
when the 





picture 
was hazy 


y subroto bagchi | 





HE subject of vision has always in- 





means ‘I see’. But at a deeper level, it refers to an 
“unusual competence in discernment or per- 
ception, intelligent foresight”. It is how one sees 
or conceives of something. It is also, as the 


American Heritage Dictionary of the English | 
| Language puts it, a mental image produced by 
| imagination and a mystical experience of see- | 
| ingasifwith the eyes ofthe supernatural. 
Whether it is an unusual competence ora | 
mystical experience, vision is invariably associ- | 
ated with great leadership. Noted futurologist | 
Joel Barker defines a leader as someone we opt | 


to follow to go to a place we would not go by 
ourselves. She is someone who takes us from 
our current state of existence to a future state — 
onthe power ofher vision. What are the charac- 


teristics of such people who lead us from our | 
state of inertia into decisive action, and to the | 


creation of a new state of things? 


To start with, they have comfort in depart- | 
ing from the past. When we study great leaders, | 
we find that many started by moving out of | 


a place which would have provided them with 
the kind of safety that most people seek. Take 
Gandhi. His turning point came when he left 
for South Africa. Mother Teresas first great step 
was in leaving her homeland. Someone has 
said: "The safest place for a ship is the harbour. 
Yet, it was not built to stay there." 

Departure from the past is also a deeply 


, mental concept. Many of us cling to our pastin | 


our mind, in the same way others cannot phys- 
ically dislocate themselves from their zones of 
comfort. The Swedes are a great example of de- 


| parting from the past. Two centuries ago, they | 


started their own East India Company to trade 
with India and China. In the last century, they 
vacated the position of trading and became 
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Let's talk 
about vision 





, one of the greatest ship builders of the world. 


trigued me. What is vision? What | 
makes someone a visionary? What | 
makes ordinary people raise them- | 
selves to extraordinary heights | 
when they are shown the right vision? The word | 
has its origin in the Latin word, video, that | 











Today, if you go to the city of Gothenburg, the 
locals will show you a massive ship that has 
been converted into a car park! The erstwhile 
nation of seafarers boasts of great companies 
like Ikea, Volvo, Scania, SKE ABB and Astra 
Zeneca. In the world of business, examples of 
significant departures from the past are many. 
GE Chairman Jack Welch exhorted a whole 
generation of people to move from product ori- 
entation to services, from national mindset to a 
global mindset. When such leaders ask their 
people to move from the past, it is not as if they 
have the fullest picture of how the desired fu- 


| ture would unfold. Consequently, a visionary 


must have a high degree of comfort in times of 
poor clarity. Visionary leaders are path creators 
who are willing to act and execute with only a 
speck of an apparition. Just the thought of a 
higher state of being for their people is enough 
for them to articulate their thoughts and begin 
the process of the journey. 

When one sets sail for such a future state, 
most people get paralysed by the thought of re- 
sources. Where will the money come from? 
Where will we get the right people? You propose 
the smallest of things, and the typical manager 
first thinks of the resources. Only a person with 
a sense of vision will start from the opportunity. 
Such people do not feel fazed with the paucity 
of resources. Resources have followed every 
great idea — it is seldom the other way round. 

People with great vision do not see failure as 
an option. They are committed to a beneficial 
outcome for their people, whom they carry 
along. At a personal level, they are not fazed by 
failure. They are able to go against popular wis- 
dom. They seek data and question it, even 
when it comes from their own mind. They 
know that sometimes facts can be the enemy of 
truth. They have deep respect for intuition 
while seeking data. Finally, these are people 
who do not conjure a vision of the future 
around the constraints of personal survival. 

More about the visionaries, next time. 
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How Sri Lanka’s 
tourism 

industry made a 
miraculous 
recovery after 
the tsunami, and 
how far it still 


has to go 


ERICA LEE NELSON 


EFORE the tsunami hit Sri 
Lankan beaches on 26 De- 
cember, the country's tour- 
ism authorities were cele- 
brating. 2004 had turned 
out to be their most successful year 
for tourism, with 566,200 tourists arriv- 
ing, much of it thanks to the truce bet- 





ween the rebel Tigers and the govern- | 


ment. Many high-end resorts reported 
doubling their profits since the ceasefire. 
Then the waves came, and washed all 
the celebration and countless lives away. 











Since then, Sri Lanka's tourism in- 
dustry is trying to rebuild and remake it- 


self, with mixed results for large and | 


small businesses. But the island nation 
has recovered quickly. Much of the 


credit goes to the government's empha- | 


sis on tourism and the private-sector 
structure of its tourism bodies. 

In Thailand and Maldives, the other 
two major tourist destinations that were 
hit, the story is not so good. During a se- 
lected week in May, Visa International 
found that its cardholders' spending fell 
35 per cent year-on-year in the Maldives 


| compared to just 3 per cent in Sri Lanka. 


Rn 
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In Phuket, the popular beach spot hit 
the hardest in Thailand, tourist card 
spending fell throughout April to reach 
a 37 per cent year-on-year decline. 
Clearly, Sri Lanka did something right. 


Troubled Water Receding 


Despite continuing reports of hotels op- 
erating at lower capacities, the overall 
picture looks good. Sri Lanka Tourism 
Board chairman Udaya Nanayakkara 
said that arrivals were just down 5 per 
cent when compared with 2004's first 
quarter numbers. Overall, the country 
had 550,000 tourists till April in 2005. 

Of the 246 registered hotels in the 
country, only 25 star-class hotels were 
closed. Compared to the Maldives, this 
loss was relatively small. Of the esti- 
mated 80 hotels in the smaller island na- 
tion, 20 were forced to close. 

The combined tsunami losses to the 
worldwide travel and tourism industry 
were estimated by the Global Travel and 
Tourism Council to be a relatively small 
$1.4 billion, considering that sector 
makes up 10 per cent ofthe global GDP 

The big drop for Sri Lanka came 
from European visitors, who got a 24- 
hour dose of horrific tsunami coverage 
and were scared away from holidays. 
Many package-holiday wholesalers 
stopped selling after the tsunami and 
didn't resume until February. This has 
created a lag in future bookings that is 
still being felt, and probably won't pass 
until after this year's monsoon. 

But the country had an actual in- 
crease in East and South Asia visitors 
(mostly Indians) seeking the deep dis- 
counts on packages. Says Nayakkaran: 
"It awakened us to what we were taking 
for granted, that tourism was doing well 
in Sri Lanka." He says that after being 
shaken to the core, it made his tourism 
board re-think its strategies and be- 
come more aggressive. It has been tar- 
geting India more, as well as China, es- 
pecially since its national airline started 
flying 900 seats a week from Beijing. 

It should be noted that Sri Lanka's 
government has put more focus on 
tourism than India, and it accounts for 
4.6 per cent of its GDP, as contrasted 
with Indias 2 per cent. Much of the gov- 
ernment-owned properties have been 
privatised. And, one of the major prob- 
lems that Indian tourism faces has been 
solved: wildly varied luxury taxes. The 















sri Lankan legislature pushed through a 


can only charge a 1 per-cent tax 
ism-related business. 
ct, the Sri Lanka Tourism Board 


1 protected budget, funded by a spe- 
ial amount cut from travellers’ em- 
barkation charges and a 1 per cent cess 
© on all tourism services in the country. 
Its private-sector character and special 
budget enabled it to act fast after 
the tsunami. In February it initiated 
on 'Bounce Back Sri Lanka' 
zn, a gigantic promotion that 
everything from duty cuts 
bee tels to advertising blitzes. For 

-—. Valentine's Day, it launched a campaign 
in Europe which offered two holiday 
packages for the price of one, complete 
with airfare on the national carrier. The 
offer was open till 31 March, and 
Nayakkaran reports that flights from 
Europe are full till June. They even had 
to introduce a few additional flights to 
carry all the passengers. 

Manjula Palipane, assistant director 
(sales) for Taj hotels in Sri Lanka, says: 
"There has been a marginal decline in 
the leisure segment... But for business 
hotels, the occupancy and the average 
room rates were very high due to the in- 
flux of aid and relief workers." Palipane 
went on to say that the Taj was experi- 
encing occupancies similar to previous 
years, and benefited greatly from the 
tourism board's marketing initiatives. 

New hotels have continued to pop 
up, undettered. Since the disaster the 
country has a new Banyan Tree, Sheraton 
and Hyatt. Most of these high-end hotels 
ra were. not as severely affected as their 














i yying that its provincial govern- : 
| properties in Sri Lanka. Just one, the Taj 


autonomous corporation with its | 











revamping to attract higher- 


better construction and foundation. 
For instance, the Taj group has three 


Exotica in Bentota, was affected. How- 
ever, it is built up from the ocean on a 
strong foundation and was up and run- 
ning again within 24 hours. 


In total, the tourism board reports | 


there are 48 tsunami-affected registered 


hotels that have suffered various de- 


grees of damage. Of these, 31 were in 
operation in April. Seven hotels need 


complete rebuilding and 10 more need | 


significant changes. 
With an eye on rebuilding as well as 





ers, the government grante duty | free 
import for any upgrades or re buildings 
till the end of the year. The government is 
forgoing roughly 35 per cent duty on the 


items exempted. Many hotels that didnt | 
have to totally shut down did so to take | 
advantage of the cuts. Hotels are now - 
moving from being a three-star to a four- 
star and from a four-star to a five-star, | 
which fits into the country’s broad strat- 


egy of targeting higher-end consumers. 


Small Business Hit Hard 

However, if you have nothing to import, 
duty cuts don't help. Lalith Nagasinghe 
owns a restaurant on the beach in the 


tourist town of Unawatuna and some : 


other properties in tsunami-affected 
areas like Galle. 

Since the tsunami, he has only had 
the money to rebuild his restaurant - 
which cost roughly $6,000 — but none 
of his other properties. He says: "We lost 
everything, even jewellery. So [restor- 
ing] the rest is not possible." 

The Bounce Back campaign inclu- 
des alow-interest loan scheme for affec- 


| ted tourism businesses. Yet Nagasinghe _ 


claims he hasn't seen any substantial - 
restoration or loan offers. And even if 
the people were offered a loan, anew 
rule has made rebuilding their busi- - 
nesses completely impossible, he adds: 

A new law (ostensibly to protect | 
people from waves and beach habitats - 
from people) says that no structures are 
allowed to be built within 100 meti 
from the ocean, and it's actually bei 
enforced — Nagasinghe says that tl 
cops are quick to put a stop to anyor 
who tries. So, due to lack of money and 
their newly-illegal properties, 40-50 es- 
tablishments on this beach alone cane 
not be rebuilt. Most of these unrestored. 
structures are small, family-run busi- —— 
nesses that cater to lower-end travellers... 





He added that since most people come oes 


to the beach to stay on it, bt iding far- e 
ther back will mean unhappy cus- a 
tomers in the coming years. D 
It has also depressed land values. Sn A 
Lanka Business Online reported that 
land values in the town of Hambantota, 


| just outside the 100-metre zone, have. 


plummeted. Land which was earlier val- 
ued at Rs 150,000 a perch is now valued 
at Rs 10,000- 15,000. 


Nagasinghe foresaw trouble after. oo 


the waves, and rebuilt his restaurant 
fast, before the 100-metre rule came. 
The police could not stop him, norcan 


they tear it down now. "I didntlistento. ^ 


them," he says. “I saw that it may bea 
problem and built quickly." 
When he heard of the governments 


sunny arrivals figures, he said: “They are o- 


telling lots of stories, but there has 
a big drop. I know because I am h 
the beach. There was no one 
beach except for relief groups.” But 
also concedes that package tourists and 
upper-end arrivals in larger hotels are 
probably doing better since the launch 
ofthe tourism board's campaign. 
Indonesia was considering a similar - 
coastal buffer rule, but now seems to be 
rethinking the move. The governments 
public works department is proposing — 
building ‘escape hills’ and other mea- 
sures that wont displace villagers. ] 
Meanwhile, the monsoon is well on < 


its way. Displaced people still live in 


, tents. The few tourists that are lefta 


| take their leave. But Nagasinghe! 


, mistic. With utter certainty, he 


"Next season, it will pick up." 
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AROLD Burson walks up to the 
lectern, acknowledges his in- 
troduction by the host of the 
evening, and says: “At my age, I 
am glad to be anywhere.” He is 
84. The audience cracks up. Burson 
takes another dig at geriatrics. The audi- 
ence hangs on to every word. Another 
round of applause follows. 

Burson is small in size, large in sta- 
ture. He is to public relations what Louis 
B. Mayer was to Hollywood, not neces- 
sarily the pioneer, but someone who 
revolutionised the business forever. 

He is aman of many parts. The son of 
immigrant parents; the journalist — he 
worked for The Commercial Appeal, a 
small newspaper in Memphis in the 
early 1940s; the World War II combat sol- 
dier who landed in France a few days af- 
ter D-Day and along with the General 
William H. Simpson's Ninth Army went 
across Germany all the way to the Rhine 
opposite Düsseldorf; the radio com- 
mentator who covered the Nuremberg 
trials for American Forces Network; and 
of course, the PR legend. 

He makes PR sound amazingly sim- 
ple, very different from what armies of 
expensively-dressed PR consultants say. 
Its the art of doing good, and getting 
credit for it, he says, sipping some beer. 
By now, there is a little audience around 
Burson. A whiskey-and-soda asks him 


Even at 84, Harold 
Burson symbolises 
public relations. 
An evening with 
the 20th century's 
most influential 
PR figure’ 


"PR 
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BECAUSE OF FAULTY COMMUNICATIONS; THEY SIMPLY 


BEHAVED BADLY... . COMPANIES MUST E BEHAVE IN A 
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the obvious question: about Enron, 
WorldCom and other disasters — could 
really top-class PR have saved the com- 
panies? Pat comes the reply. “Enron and 
WorldCom were in trouble not because 
of faulty communications; they simply 
behaved badly.” 

Burson has had quite a few PR suc- 
cesses in his 50-year-old career, but 
none perhaps greater than Johnson & 
Johnson's (J&J) brush with Tylenol. In 
1982, the company launched the Tylenol 
medication. A batch of these capsules, 
being sold from a subsidiary in Chicago, 
was found to be laced with cyanide. 
There were seven deaths, triggering a 
nationwide panic. It was a grand cala- 
mity for J&J. The incident occurred again 
in 1986, and Burson’s advice to J&J was 
radical: express genuine regret, take the 
hit, and make an honest attempt to get 
the facts of the case out. It worked. De- 
spite high costs on lost production and 
destroyed goods, J&J came out of it with 
its reputation intact. 

Burson is nowin full flow. “Our job as 
PR consultants is to help our clients or 
employees fashion policies that are in 
line with public interest. And also to use 
communication to mould public opin- 
ion. We do it in three ways — change 


n^n 


opinion no matter how strongly held, 
create opinion where none exists, and 
reinforce a strongly-held opinion." 

The PR stuff gets heavy. You mano- 
euvre him to a corner and ask him about 
his days as a GI. His eyes light up. The 
tone changes from a PR guru's to a 
grandfathers. "Didn't get to see the fall of 
Berlin. But other than that, plenty of ac- 
tion." When the war in Europe ended on 
8 May 1945, he quickly joined the radio 
network. "That way, I didn't have to go to 
Japan," he says with a twinkle. It appears 
going to wars is a generational thing 
with Burson. His father was gassed at 
Ypres during the Great War. 

The conversation shifts towards PR 
in India. He argues that public relations 
will become important on a scale never 
before imagined. "As your country be- 
comes more integrated with the world, 
the way companies present their point 
of view will become important." 

Suddenly, he gets up. "I'd like to meet 
some of the other people present," he 
says. And off he goes, pressing flesh 
once again, saying hello and exchang- 
ing cards. Almost as if he has just re- 
cently set Burson-Marstellar up. You 
know why George Bush Sr once called 
him Mr Public Relations. m 
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BROWSING 


Ratish Pandey, 
General Manager 
Bose Corp (India) 


I love both fiction and non-fiction. 
Last month, I read Robin Sharma's 
THEMONKWHO SOLD HIS FER- 
RARI. It is about a jet set executive 
who gets bogged down by too much 
work and seeks a work-life balance. A 
friend recommended this book to 
me. I have my favourite authors and 
also go by the book reviews. Robert 
Ludlum is a favourite — by sheer old 
habit. I recently read his The Tristan 
Betrayal. I try and read two books a 
month. When I travel long distance I 
get more time to read. At present I am 
reading Subir Chaudhary's POWER 
OF SIX SIGMA. He is an Indian based 
in the US. Someone in Bose Corp 
gave itto me. n 


ALERT 
Just Beyond 
by Anjan Ray 
(Stellar) 





THERE are several ghost 
stories in this volume but 
it is by no means a ghost 
stories' collection. 
There's the tale of a boy 
who can speak to a lion, 
a conman who discovers 
he can see the past, a 
village bumpkin who wins 
a photography prize due to divine 
intervention, and various other sto- 
ries that explore areas that man 
can't explain by rational means. 
The author exercises his imagina- 
tion freely — though some stories 
are inspired by urban legends. Like 
many such volumes, this is a mix of 
good, bad and indifferent stories. 
Good for a rainy evening, if you 
have nothing else at hand. 
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professor of economics for 
pleasure — not passing an 
exam — is like attempting 
to climb Mt Everest in a biki- 
ni. Its simply not done! 
Unless, of course, the professor hap- 





pens to be University of Chicago's | 


bright and borderline Steven Levitt, the 
rogue economist' who in his new book, 
Freakonomics, explores the hidden side 
of everything. 

What do schoolteachers and sumo 
wrestlers have in common? How is the 
Ku Klux Klan like a group of real estate 
agents? Why do drug dealers still live 
with their moms? These are 
some of the intriguing chap- 
ters in the book, the 
riddles of everyday life' 
which interest Levitt 
more than where inter- 
est rates or global trade 
is headed. 

As The New York 
Times article on Levitt 
(which led to this book) 
notes: "His abiding in- 
terests are cheating, 
corruption and crime". 
You might wonder, 


rbelly of 


| painstakingly collected over 20 years in 


EADING a book written by a | 


business revealed that 'smaller offices 
are more honest than big ones' and that 
employees further up the corporate 


| ladder cheat more than those down be- 
_ low: However, the most interesting find- 











though, what do these subjects have to | 
do with ‘economics’? To which, Levitt | 


would say: "Cheating is a primordial 
economic act: getting more for less." 
Levitt believes that 'thickets of infor- 
mation' have stories that explain hu- 
man behaviour hidden inside them. 
And he uses the 'extraordinarily power- 


ful and flexible set of tools’ ofeconomics | 


to mine it. 
Take the example of bagel-supplier 


Paul Feldman, who unwittingly de- | 


signed what Levitt identifies as a 'beau- 


tiful economic experiment. Every | 


morning Feldman delivers bagels and a 
cash basket to 140 offices around Wash- 
ington D.C. After lunch, he drops by and 
collects the leftovers and cash basket. 
Payment is on an ‘honour system basis. 

Analysis of the data Feldman had 
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ing is that 87 per cent of the time people 
paid up — even when they knew no- 
body was watching. 

At other times, Levitt combs avail- 
able data to support or reject certain hy- 
potheses that he has formed on the ba- 
sis of personal observation or intuition. 
His most controversial of such hypothe- 
ses is that the crime rate declined in the 
US in the mid 1990s as a direct fallout of 
the Roe vs Wade judgement which le- 
galised abortion in 1973. 

Levitt explores 
other explanations 


FREAKONOMICS 


\ Rogue Economist 
Explores the Hidden 
Side of Everything 


By Steven D. Levitt & 
Stephen J. Dubner 


William Morrow 





which have been offered, such as, more 
policemen, tougher laws and even Mal- 
colm Gladwell’s ‘small things make a big 
difference’ theory. But is the abortion- 
crime link a mere correlation or cause- 
and-effect? Levitt painstakingly uses 
data to make his case for the latter. 

It takes a pretty brave man to state: 
“Less unwanted children born to poor, 
teenage mothers equals less potential 
criminals” in a country polarised on 
the pro-life and the pro-choice. Levitt 
hastens to add that the crime drop, 
in the language of economists, is an ‘un- 
intended benefit’ of legalised abortion 
and in fact a very ‘inefficient’ way to 


| lower crime. 


But the most interesting findings — 
specially if you happen to have kids — is 
Levitt s answer to the question: “What 
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STEVEN D. LEVITT teaches economics at the 
University of Chicago and is editor of the 
Journal of Political Economy. He is the recip- ; 
ient of the American Economic Association's ! 
John Bates Clark Medal, awarded every two 
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Unchained 
melodies 


HE Garbo mystique can pale into 
pettish withdrawal when 
matched with the Annapurna Devi 








years to the best US economist under 40. 


STEPHEN J. DUBNER (right) writes for The 


New York Times and New Yorker and is the 


bestselling author of Turbulent Souls and 
Confessions of a Hero-Worshipper 








makes a perfect parent?" Levitt uses the 
US Department of Education's Early 
Childhood Longitudinal Study, which 
tracked the progress of 20,000 students 
from kindergarten to grade 5. For par- 
ents obsessed with how to bring up their 
kids correctly (and I see them every- 
where!), there is some sobering news. “It 


isn't so much what you do as a parent: | 


it’s who you are." 


If you are highly educated, well-to- | 


do and speak English at home, your 
child is likely to do well in school. If 
you don't take her to museums and 
spank occasionally, its okay. I must 
admit, that I want to believe these find- 
ings, specially the bit about working 
mothers not having a negative impact. 
But one has to take his conclusions with 
a pinch of salt. 

We all know that a child from a 'good 


family’ has a headstart in life but taking | 


Levitt too literally would mean throwing 
up your hands and saying "Cha! What 
difference can I make anyways?" We, as 


E X C E RP T 


ERE is the conundrum: by the 

time most people pick up a 
parenting book, it is far too late. 
Most of the things that matter 
were decided long ago — who you 
are, whom you married, what kind 
of life you lead. If you are smart, 
hard working, well educated, well 
paid, and married to someone 
equally fortunate, then your chil- 
dren are more likely to succeed. 
(Nor does it hurt, in all likelihood, 
to be honest, thoughtful, loving 
and curious about the world). 








parents, have to keep trying. But yes, 
those seemingly perfect moms should 
stop giving us a complex. 

The last chapter investigates 
whether having a ‘black’ name like 
Roshanda vs a ‘white’ name like Molly 
affects the future ofa child (the answer is 
no). The argument kind of drags but 
Levitt's explanation of how names pop- 
ular with high-income, educated par- 
ents eventually trickle down to low-in- 
come families is fascinating. Wish 
someone would attempt such a study 
in India! 

Incidentally, the ‘Indian connection 
in this book is a sociologist called Sudhir 
Venkatesh, who, believe it or not, actu- 
ally lived with a gang of crack-dealers in 
Chicago as an experiment in ethno- 
graphic research. Venkatesh and Levitt 
later met at Harvard, where they collab- 
orated on a paper which revealed the 
economics of an underground criminal 
enterprise. Rivetting stuff. 

Levitt can’t be faulted on his acade- 
mic rigour. The writing, in collaboration 
with Stephen Dubner of The New York 
Times, is not what you'd call ‘magical’. 
But the substance more than makes up 
for a somewhat stilted style. 

Unlike Gladwell’s The Tipping Point 
or Blink, this book won't leave you with 
one singular thought, except that a re- 
ally smart guy can probably prove just 
about anything. But it will leave you a lit- 
tle more curious about the world 
around you — and with plenty of cock- 
tail-conversation starters. , 





Rashmi Bansal is founder-editor of 
the youth magazine JAM and can be 
reached at rashmi@jammag.com 
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legend. Greta Garbo put on her dark 
glasses and left Hollywood for a 
reclusive life in New York after her 
film, Two-Faced Woman, flopped. An- 
napurna Devi vanished from public 
life after just six public concerts, and 
at a moment when the world had 
just begun to wake up to her genius. 

One cannot quite compare a 
glamorous Hollywood star to a quiet 
classical musician from Allahabad h 
but there are few other parallels. | 
Who, many might ask, is Annapurna | 
Devi? Daughter of Mai- i 
har gharana’s Baba Al- 
lauddin Khan and the 
first wife of sitar su- End nos : 
perstar Ravi Shankar, 
her brilliance shone 
briefly before jeal- 
ousy and marital dis- 
cord ended her pub- 
lic trajectory. 

For decades, 
music lovers have 
yearned for a glimpse 
of this woman who 
rarely emerged from 
her Warden Road 
apartment. Nor did 
she allow anyone to 
invade her privacy, 
except for some 
students, Nikhil 
Banerjee, Ashis 
Khan, Hariprasad — 
Chaurasia, Nityananand ; 
Haldipur. Finally, comes Swapan Ku-  : 
mar Bondyopadhyay's AN UNHEARD 
MELODY — ANNAPURNA DEVI from 
Roli Books. It's the best that one can 
hope for, although it fails to explain 
the Annapurna Devi enigma. 

It is Roli again that we have to 
thank for Pandit Mallikarjun Man- 
sur's RASA YATRA: My Journey in Mu- 
sic. The English translation of the do- 
yen's autobiography, with an extra 
chapter by his son Rajshekhar Man- 
sur that covers the years till his death 
in 1992, offers delightful glimpses 
into the rarefied universe that this ! 
beedi-smoking musician inhabited. BI | 
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NDIA signed a free trade agreement (FTA) with Sri 
Lanka in 1998, which became operational only in 
2001. This delay was partly because of protection- 
ism within India. Even now, there are negative lists, 
tariff rate quotas, complicated rules of origin (35 


per cent domestic value addition, and substantial trans- | 
formation at the 4-digit level of the harmonised customs | 


classification), allegations that Sri Lankan exporters are 
circumventing rules of origin (copper, cloves, tubes, zinc 


anodes), non-tariff barriers like limited entry points (for | 
Sri Lankan tea), discriminatory sales tax imposed by | 


Tamil Nadu, and denial of permission to Sri Lanka's Ex- 
port Development Board to have retail operations here. 
Economists rightly argue about welfare costs of protec- 
tionism. However, there are 
also issues of managing transi- 
tion costs when inefficient en- 
terprises have to be closed 
down, thanks to import liberal- 
isation. This can also have a re- 
gional dimension, with such 
inefficient enterprises concen- 
trated in selected geographical 
areas. The caveats to the Sri 
Lankan FTA illustrate these po- 
litical economy problems. The 
Sri Lankan agreement was In- 
dia's first FTA. A Comprehen- 
sive Economic Cooperation 
Agreement (CECA) with Sri 
Lanka has been under negotia- 
tion. But instead of CECA with 
Sri Lanka being the first, we 
now have one with Singapore, 
as part of the Look East policy. 
Why have this barrage of regional trading arrange- 
ments (RTAs) if multilateral liberalisation is preferable to 
regional liberalisation? There can be several reasons. First, 
RIAs can be WTO-plus and cover areas where multilateral 
liberalisation is incomplete or multilateral agreements are 
non-existent. The US dumps clauses on intellectual pro- 


perty or environmental protection, and India may argue | 


that greater service sector liberalisation be included. Sec- 


ond, negotiating in smaller groups may be easier than ne- | 


gotiations involving 148 countries. Third, externally im- 
posed liberalisation can be used as a trigger for domestic 


reforms. Fourth, there may be a desire to cement coali- | 


tions like the G-20, with RTAs with Brazil, South Africa and 
even China. There may also be a non-economic or strate- 


gic motive. Finally, there is a real possibility that no coher- | 


ent view has been taken. No cost-benefit analysis has been 
taken up and they are being signed in an ad hoc fashion. 


The Singapore CECA has several components. There | 





Instead of a Comprehensive 
Economic Cooperation 
Agreement with Sri Lanka, we 
now have one with Singapore 











is the FTA component on manufactured products. The 
zero duty Indias exports will obtain in Singapore is irrele- 
vant. Singapore's most favoured nation tariffs are already 
zero, barring a few items. India has a negative list, an early 
harvest category, and preferential and phased duty reduc- 
tions on other products by 2009. As the Thailand example 
illustrates, this will run into complicated rules of origin 
negotiations and issues of what item gets included where. 
In any event, India’s unilateral reform exercise should re- 
duce manufactured tariffs close to zero by 2009. 

That leaves the other components of service sector lib- 
eralisation (including air services), a bilateral investment 
promotion agreement (Bipa) and an improved double 
taxation avoidance agreement (DTAA). The commerce 
ministry estimates that in the 
first year of CECA, FII inflows 
from Singapore will increase to 
$5 billion, while FDI inflows 
will increase to $2 billion. While 
this is fine, a pinch of salt is also 
in order. The additional tax- 
saving channel will mean that 
foreign investments will be 
routed via Singapore. Together 
with Mauritius, Singapore will 
become the largest investing 
country. Is this policy-induced 
distortion desirable? 

Under Bipa, for items on 
the positive list, India will offer 
national treatment at the pre- 
establishment stage. When 
India resisted inclusion of in- 
vestment as a negotiating area 
in the Doha Development Agenda, the argument was 
about pre-establishment disciplines, irrespective of the 
fact that India’s FDI regime in manufacturing was com- 
pletely liberal. If India is going back on that stance, should 
it be done only for Singapore? 

This leaves the issue of service sector liberalisation, 
where there is a perception that protectionist pressures 
are lower. Whether such pressures are lower is debatable. 
What is perhaps true is that larger industry associations 
like Ficci or CII are more obsessed with manufacturing. 
Traditionally, India has pushed for delivery through cross- 
border movements of service personnel and has resisted 
opening up on corporate presence in India. 

Any agreement will involve a quid pro quo. In the Sin- 
gapore case, India has opened up banking, mutual funds 
and air services in return for easier visa norms for Indian 
architects, accountants and doctors. However on the lat- 
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_ ter, the test will be how mutual recognition works. This, 


rather than anything else, is the true meat of the CECA. Il 
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PC worthy of the name ThinkPad. Together, ThinkPad and 
Microsoft bring you the power you expect in a ThinkPad 
with Windows XP, plus the pen and digital ink technology 
that let you write directly on the screen. It's a whole new 
way to use a ThinkPad. 


18% LIGHTER. 6% THINNER. At just over an inch thick, the 
ThinkPad tablet is almost a full pound lighter than the next 
lightest in its class. But it's no lightweight, with features 
like shock absorbers, biometrics, award-winning keyboard 
and Intel® Centrino™ Mobile Technology on many models. 


1600 425 3333 thinkpad.com/shop/in 
ThinkPad is a product of Lenovo. 


logo, Intel Inside, Intel Inside logo, Intel 


BEST OF ALL, IT’S A THINKPAD. 


THE WORLD'S MOST SECURE TABLET PC. Together, the 
integrated fingerprint reader (select models), encryption 
software and embedded security subsystem make 
ThinkPad the most secure tablet PC there is. No | offers 
a higher level of security as standard. 


STARTING AT Rs. 1,32,000*. ThinkPad is now a product of 
Lenovo, a new global company uniting Lenovo and the 
former IBM PC Division under the Lenovo name. Our 
mission is to bring more innovation to more people so they 
can do more amazing things. Find out more and take the 
3-D tour at thinkpad.com/tablet. 
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75 companies share this address. 


‘technopark 


|. harmony at work 


www.technopark.org 
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y India’s first IT Park to be assessed at Level 4 of Capability Maturity Model Integration 7 15 lakh sq. ft. of built-up area amidst 
242 acres of inspiring lush greenery v Home to 75 companies, 7500 software professionals r Majors include McKinsey, Allianz 
Cornhill, Ernst & Young, US Software and Tata Elxsi r A 6 lakh sq. ft. state-of-the-art building being constructed 7 Infosys 


buildingitsown 50 acrecampus 7 Software development centre of TCS coming up in 25 acres of land 





Kerala offers: * High density of science & technology personnel * Sanctioned annual intake of 
¢ | | à d 23,000 engineering graduates * Attrition rates less than 5% * One of the best telecom & datacom 


connectivity X Highest Physical Quality of Life Index * Low rentals and operational costs * One 


god's own e-state 


www.keralaitmission.org of the lowest power and water tariffs in the country * Low cost of living 
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Best Practices 


A rise of medical tourism in 
India will not just make hosp- 
itals richer, it will benefit the 
entire medical profession. 
Striving towards inter- 
national standards will 
ensure that the treatment 
Indian patients receive is at par with 
the best in the world. 

However, one fallout may be that medical treatment will become 
more expensive due to the costs of international accreditations. But I 
believe that if medical tourism raises standards, the benefits of better 
care will trickle down over time even to the most far-flung rural clinic. 


Asutosh Rustogi, posted on BW website 





SAFETY IN THE MINES 

Your story on mining (‘Gold Diggers’, 
BW, 11 July) advocated value addition 
in mining endeavours. That is all very 
well. However, your report mentioned 
nothing about the safety concerns 
plaguing the mining sector today. 

In addition to giving business 
analysis, it would have helped if you 
covered things from an employee's 
perspective. For instance, you could 
have summarised new developments 
in international safety practices and 
identified India’s weak points. 
International investment should also 
bring with it international standards. 
Arvind K. Pandey, Allahabad 


with the author hardly having anything 
new to say. 

Any person with a basic knowledge 
of business could tell us that innovation 
| isakey factor for survival and leader- 
ship. Please publish articles which are 
newsy and educational, rather than 
| justold MBA theory. 

Yugal Joshi, via email 


DEBATING PROHIBITION 

‘Nothing Better To Do!’ (BW, 20 June) is 
correct in saying that prohibition 
created liquor permits and increased 
corruption and smuggling. But despite 
all these things, prohibition has 
advantages, and could help curb 
| the use of even a mild drug like 

| tobacco. 

| For instance, Gujarat, the 
| 

| 





only dry state in India, boasts 

of one of the lowest crime rates 

| against women. One can 

| easily move about during late 

hours without being worried of 

| robbers or drunks. It is true 

| that those who want to drink 

will manage to get liquor any- 

— M— way, but at least no one dares 

to drink in public. This keeps our chil- 

dren from witnessing the behaviour of 

drunken adults. The same could apply 

to the case of cigarettes. 

Sohel Sachora, Ahmedabad 


Write in at 
editor@bworldmail.com 


en 
AIL 
=< 
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TOO MUCH FLUFF? 

Businessworld is fast becoming a 
philosophical magazine rather than a 
business magazine. Mostly, your maga- 
zine publishes columns much like Ran- 
jit Shastri’s ‘Changing With The Times’ 
(BW, 20 June) which are written on is- 
sues that readers already know about, | 
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New wave 

CRDe technology 

for Scorpio. 

Other cars out at sea. 


Drive the car powered by technology never made in India before. CRDe technology. It may look 
like the Scorpio you know but it has more bhp in its belly than any car in its category. Yet you won't 
hear it storm past. Its technology injects fuel at high pressure to set new standards of combustion. jie Mahindra 
As a result it greatly lowers emissions as well. Only other cars will feel out of their depths. Nothing else wil! do 


CRDe technology is available across the Scorpio range in select cities. Accessories shown are not part of standard equipment. 





-this issue . | | || 
P RE D AT RO ET FO DERDERSDTEEENUEETTÓSUO TUS 


COVER STORY 40. 


The Future 











The crisis in marketing departments is not much 
ofa secret. A look at the new marketing 
frameworks and ideas that might turn things 
around for the embattled discipline. 


42 Interview: Jagdish Sheth The Emory 
professor is outlining a radical new role for the 
marketing function. He wants marketers to 
drastically expand their role in the business. 


a a ce 
— = — 


46 The 4A framework The model that might 
replace the 4Ps. An exclusive extract from Sheth 
. and Rajendra Sisodias forthcoming book 





50; Rama Bijapurkar reacts to Sheth’s ideas, Clockwise from top left: Philip Kotler, Jagdish Sheth 
and explains why marketing-driven strategy has Venkat Ramaswamy and Nirmalya Kumar: Unique 





| been a non-starter in India. insights on marketing and the path to take 
EE ier Oo ea ee pease fh Ser et xU 
IN THE NEWS IN DEPTH 
8| T he Unclear Détente =o China To The Rescue 
Itis not clear whether the US' Fading American brands are tar- 
promise of nuclear cooperation can | geting Chinas burgeoning but un- 
cross the various hurdles in the two sophisticated consumers to regain 
countries and come to fruition. But some of their lost lustre. 








other agreements signed duringthe | 

Prime Ministers US visit could bring | 

more immediate gains. 36 Karvy India’s largest stock registrar is now helping 
4 Manmohan Singh: Time well spent | youdecide how to invest your Monay 


Old brands are a hit in China » 








9| Credit Policy Review This will be the first time IN VOGUE 


that a committee will be taking a decision on interest rates. = 
s4! The eBay Community 


10 Volkswagen The German automaker admits for 
the first time that it knew about Vashista Wahan, the project 
implementation company, all along. 





eBay is not just a company. It is also a 
community. How well the company 
and the community interact will de- 
termine the future ofthe corporation. 


4 CEO Meg Whitman 


24 The Essar-BPL Deal 4: Rs 17,000 per mobile 88 Boolenitik Asommelier reviews a book on the life 
user, has Rajeev Chandrasekhar got himself a good price? and times ofa captivating beverage, cognac. 


16 Intas TheAV Birla group is likely to take a stake only 
in the biotech R&D business ofthe Ahmedabad company. 
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COMMENT 

28 Omkar Goswami Divestment of PSUs is about 

liberating them from bureaucrats and politicians. 

GAMEPLAN 

38 Ranjit Shastri the onus ofchanging the rules of 

the game often rests with the industry leader in that segment. 
x GUEST COLUMN 


Sm | Ravi Shyam Businesses have to focus on what they 
to say to the media rather than react reflexively. 


THAT'S IT 


82 Mala Bhargava Learn how to use the Internet to 
get a whole host of POENAE for your mobile phone. 
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| calls "deviations" have to be 


| players like the Left — that have 
| theambition of ruling a country 
| have to work hard to win the 

| non-committed, majority vote. 
| That necessarily means junking 


~ | Difficult choices 


Nits campaign to oust L.K. Advani from the leadership 
ofthe BJP the RSS is making a fundamental assump- 
tion — that another leader would behave differently, 
and remain forever loyal to the ideology that makes 
the RSS, well, RSS, 

That assumption could be wrong. 

Two ofthe tallest leaders that the Sangh parivar has ever 
produced, Atal Behari Vajpayee and L.K. Advani, have devia- 
ted toa ge extent from the rigid course set by the RSS, or so 
Vh y would athird leader behave differently? 

The RSS seems to believe that these deviations have oc- 





|| curred because the individuals concerned were, somehow, 
| | deficien -But that would be a misleading conclusion to arrive 





at Just thi nk, could anyone have found a leader more stead- 


| fast, more true to the RSS ideology than L.K. Advani a decade 


and a half ago? Even if you were to find an equally committed 
leader to today, what is the guarantee that he or she wouldn't 
tread the: same path? 

The reasons for what the RSS 





found in the way democracies 
work. Major parties — not fringe 


extremist positions, softening 
hard edges and winning the 
hearts and minds of ordinary 
people with no pre-conceived 
stances. There are few instances in history of an extreme ide- 
ology surviving as a dominant force in a democracy for long. 
Look at what Mayawati is doing in Uttar Pradesh to win over 
the Brahmins whom she used to call unsavoury names not so 
long ago. Or the way Thackeray had to junk his antipathy to 
non-Maharashtrians. | suspect that even a Narendra Modi at 
the helm of BJP will come to the same conclusions as Vai- 
payee and Advani did — if not now, two elections later. 

The choice before the RSS, therefore, is not between Ad- 
vani and another leader. It is between a party loosely affiliated 
to itbutis oneofthe two main poles of Indian politics, or a 
party that is tightly tied to it but is no more than the mirror re- 
flection ofthe Left. I think Indian polity would be poorer if the 
RSS chose the second option. It should let the logic of having 
different arms for different purposes run its natural course. 

Onthe cover, we follow up a controversial but timely story 
(Why Is Marketing Not Working?) we did on 4 November 2002. 








TONY IOSEPH, EDITOR 


ESPITE the hype and 

controversy over the nu- 

clear deal between India 

and the US, Prime Minis- 

ter Manmohan Singh’s 
visit to Washington may have achieved 
nothing more or nothing less than build 
yet another floor in the emerging edifice 
of anew Indo-US partnership. 

It is difficult to overlook the US ges- 
ture of going out of its way to accommo- 
date India into the exclusive nuclear 
club. At the same time, those talking of a 
paradigm shift in the US foreign policy 
or an Indian sell-out forget that power- 
ful interest groups and public opinion in 
both countries would inevitably impose 
speed limits on the process. 

The symbolism of the nuclear deal 
gave a special fillip to Singhs visit. At one 
stroke, it erased the nuclear divide be- 
tween the two countries that had been 
an irritant to bilateral ties. In its previous 
term, the George W. Bush administra- 
tion had made a similar move, arm- 
twisting Pakistan president Pervez 
Musharraf into promising an end to 
cross-border terrorism, thereby laying 
the foundation ofthe current India-Pak- 
istan peace process. By addressing two 
of India's main grievances, the nuclear 
recognition and Kashmir, Bush has 
demonstrated his personal resolve to 
bring the two countries together. 

The drama and secrecy surrounding 
the nuclear deal underlined its impor- 
tance. It was hammered out at the last 
moment by American and Indian teams 
headed respectively by Robert Black- 
will, former US ambassador to India, 
and Ronen Sen, India's ambassador to 
the US. In fact, even after Singh landed 
in Washington, foreign secretary Shyam 
saran appeared defensive in his media 
briefingona nuclear breakthrough. The 
International Herald Tribune reported 
hours before the joint statement was is- 
sued that despite the grand welcome 
singh got at the White House, he was 
disappointed in not being able to con- 
vince the US on the nuclear issue or In- 
dias permanent membership in the UN 
Security Council. 

As it turned out, Bush's commitment 
to amend US policy to enable full civil- 
ian nuclear cooperation and trade with 
India largely blunted his refusal to sup- 
port the other item in Singh' shopping 
list — New Delhi's claim to the UN Secu- 





Our nuclear family 


It may be the most significant gain from the prime 
minister's US visit, but by no means the only one 


rity Council. The prime minister later 
admitted in his press conference that 
Bush, while acknowledging that India 
should have a larger role in the UN, felt 
that there were other more pressing pri- 
orities than the Security Council seat. 
Yet, the justified jubilation by the 
government on striking the nuclear deal 
must be tempered as there are daunting 
hurdles to its implementation. At the 
moment, the nuclear agreement in the 
joint statement is merely a declaration 
ofintent. Bush has still to get it passed in 
the US Congress as well as convince the 
Nuclear Suppliers Group, without 
whose support the agreement will re- 
main only on paper. Already, the power- 
ful non-proliferation lobby described by 
Robert Blackwill as “nagging nannies”, 
have decried the nuclear deal, pleading 
that it would destroy the US case on 
non-proliferation with other countries 
that, too, want to enter the nuclear club. 
significantly, US State Department offi- 
cials privately admitted to the visiting 
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Indian media that getting acceptance 
for the deal was a daunting challenge 
and may take some time. 

Singh, too, has his work cut out — to 
convince detractors of the deal at home. 
The BJP has already fired the first salvo 
with Atal Bihari Vajpayee criticising his 
successor for agreeing to open up India's 
nuclear installations for international 
inspection and alleging that this could 
lead to a capon the country's nuclear ar- 
senal. Another NDA leader, Digvijay 
singh, former minister of state for for- 
eign affairs, went even further, declar- 
ing: "We have allowed ourselves to be 
subjugated by the US." A more danger- 
ous challenge may come from the UPA 
governments main prop, the Left, 
which, although surprisingly silent so 
far, is bound to see the nuclear deal as 
yet another instance of the govern- 
ment' pro-US tilt. Some experts have 
also pointed out the prohibitive cost 
and administrative tangles involved in 
the separation of the military and civil- 


Singh (L) and Bush: The bonhomie of 
the US visit is a sign of the strength- 
ening ties between the two nations 


ian nuclear programmes that will be re- 
quired if the deal is to become a reality. 

Yet, it would be wrong to predicate 
the entire prime ministerial visit to 
Washington on the nuclear deal. Over- 
shadowed by the nuclear hype have 
been key agreements on economic and 
technology fronts struck during the 
visit. One of these is the creation of a 
CEO forum comprising 10 top chief ex- 
ecutives from the private sector in India 
and the US. The forum will provide cru- 
cial private sector inputs for enhancing 
economic growth and promote bilateral 
trade. Significantly, Singh, in his meet- 
ings with US policy- and opinion-mak- 
ers spent much of his time hardselling 
the enormous potential of India’s mar- 
ket and knowledge resources. 

Another key initiative adopted dur- 
ing the visit related to agricultural edu- 
cation and research. Singh emphasised 
the role played by US scientists in usher- 
ing in India’s first Green Revolution sev- 
eral decades ago, expressing the hope 
that the new initiative would result in 
similar future breakthroughs in Indian 
agriculture. Of the other agreements 
signed by Singh, an interesting new ven- 
ture is the Global Democracy Initiative 
that envisages close cooperation be- 
tween the two countries on promoting 
democracy and developmentacross the 
world. For the two largest democracies, 
which have supported various totalitar- 
ian states in the past because of their 
own political agendas, it is an attempt to 
evolve acommon approach on interna- 
tional affairs once again underlining the 
emerging new partnership. 

Paradoxically, if India plays its cards 
right, the PM's US visit could indeed 
boost India’s relations with other coun- 
tries. With the world’s only superpower 
openly supporting India’s bid to acquire 
larger global stature, the country does 
get undoubted leverage with Europe, 
Latin America and Africa, as well as key 
players in the neighbourhood like 
China and Pakistan. Much would de- 
pend on whether India chooses to 
merely hang on Washington's coat tails 
or to use the upswing in India-US ties as 
a means to a larger end. in 

AJOY BOSE 


ANTHONY LAWRENCE 


RBI CREDIT POLICY REVIEW 


Markets ready, banks fear a rate hike 


HERE'S less than a week left 

before the Reserve Bank of In- 

dia conducts its first quarterly 
review of the credit policy. This exer- 
cise will be interesting on two counts. 
First, instead of just the governor of 
the RBI taking a decision on which 
way interest rates move, this time 
the job will be done by a monetary 
policy committee. Second, and per- 
haps more important, this is going to 
be one of the tougher interest rate 
calls in recent years. 

Last time round, in April this year, 
the RBI had voiced concems over the 
rising inflation rate, then over 5 per 
cent, as the reason for its increasing 
the reverse repo rate (the rate at 
which it borrows funds from banks) 
to 5 per cent. 

And since the last policy an- 
nouncement, global (read US) inter- 
est rates have continued to tighten. 
"If the Central Bank were to wait, 
then it might be out of line with the 
broader global trend," says Ashish 
Ghiya of Derivium Capital. Ajit 
Ranade, economist with the Aditya 
Birla group, says that, on balance, 
the RBI might go ahead with a tight- 
ening of rates. 

However, since April, the whole- 
sale price index has declined to just 
slightly over 4 per cent by the last 
week of June. Global commodity 
prices, apart from petroleum have 
also fallen. At the same time, indus- 
trial growth has also picked up, while 


m . 
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non-food credit growth on a year-on- 
year basis has remained strong at 33 
per cent, compared with 22 per cent 
a year ago. While reverse repo rates 
are short-term rates and may not 


, have much impact on interest rates 
| companies pay, a rise in these rates 
. could still hurt industrial recovery. 


So some feel the RBI should not 


| change rates just yet. "Inflation is 





likely to continue to remain moder- 
ate, not least because of the high 
base in the previous year," says Arun 
Kaul, head of treasury at Punjab Na- 
tional Bank. “A rate hike right now 
would be too early," he argues. 
Financial markets, meanwhile, 
seem to be expecting a 25 basis 


| point hike in these rates. "There is a 
| mixed view in the bond market on 


whether a hike will come through," 


| says Derivium's Ghiya, “but the mar- 


ket seems to be positioned for such 
a hike." Trading has slowed down 
and yields on many securities are up. 
For instance, the 8.07 per cent 2017 
security has seen yields rise by 26 
basis points since the end of June. 
Quite apart from interest rates 
though, the RBI could take a few fur- 
ther steps to curb the dizzying growth 
in retail lending, which shows few 
signs of slowing down. In the policy 


, review last year, the Central Bank 

_ made it costlier for banks to make 

| Such loans. Will it continue to tighten 
_ the screw on this front? A 
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THE AP-VOLKSWAGEN SCAM 


.. VW admits it knew 

- about Vashista Wahan 

4 The latest disclosure shows up systemic gaps in the 
German automaker's operations 


N an interesting twist that could 
give the embattled Andhra 
Pradesh (AP) government some 
respite, German auto giant Volk- 
swagen AG (VW) has admitted 


. 7 that it was aware of the existence of the 


company Vashista Wahan from the time 


_ it was incorporated. AP had released 2 
. ., million euros into the bank account of 


Vashista Wahan in January 2005 upon 


' the advice of Volkswagen's scam-tainted 


India project head Helmuth Schuster. 


. But, in June, the government discovered 


~ that this money, meantas its equity con- 


AÌ 


tribution to the project, had vanished. 
In response to an emailed question- 
naire from BW, VW's head of corporate 


.; communications Thomas Mickeleit 


said: "In actual fact, Vashista Wahan was 
originally set up as a project company 


: which was to have been responsible for 


building a factory in India following ap- 


. proval of an investment decision by the 


Volkswagen Board of Management. 
[This decision has not been taken yet.]. 


- For this reason, Volkswagen was aware 


. cial register.” 


. So far, most have been 


. ; gullibly walked into this 
` trap. But it is now clear 


 . cials were aware of the 


=- tence and its societal 


” Vashista Wahan is at the 


of the companys exis- 


structure at the time of 
entry into the commer- 


This admission by 
VW is significant as 


heart of the controversy. 


under the impression 
that it is a'benami' com- 
pany created by Schuster 
to trick the AP govern- 
ment. It was perceived 
that the government 


that top Volkswagen offi- 


existence of Vashista Wa- 


han even though Mickeleit clarifies: 
"Volkswagen does not hold and never 
has held an interest in Vashista Wahan." 
Perhaps, that is because the VW board 
did not clear the Indian investment. 

However, one could surmise from 
Mickeleit's statement that had the board 
cleared the investment, Vashista Wahan 
may well have been the official conduit 
for VW's investments into India. 

But Mickeleit declined to answer 
any more questions on the grounds that 
VW has told German authorities that it 
will not comment in public in order not 
to compromise the investigations. 

Now the AP government has sought 
a meeting with VW chairman Bernd Pis- 
chetsrieder to sort out the issue. 

This disclosure may take some ofthe 


heat off the AP government, but it turns | 
the spotlight on a big failure in VW. The 


AP government has taken a lot of flak for 
its rather embarrassing deception by 
Schuster. But VW is equally responsible 
for its India investment plans turning 


into such a big farce. Disclosures in the | 


Scam-tainted former VW director Helmuth Schuster (L) at a 
meeting with Tamil Nadu chief minister J. Jayalalithaa in March 
2005. Schuster effectively played Tamil Nadu against Andhra 
Pradesh so that they vied to give the best terms, ostensibly to VW. 
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global media suggest that Schuster and 
a few colleagues built a huge web of de- 
ceit and corruption that spanned sev- 
eral continents and also extended right 
into the VW board. The German giant's 
internal audit systems were obviously 
not good enough to spot Schuster's 
fraudulent designs sooner. 

But Schuster is a man of extraordi- 
nary guile. He was caught only after he 
had inflicted substantial damage. Ger- 
man authorities suspect that he built a 
web of six ‘cover’ companies in India, 
Angola, Luxembourg and Switzerland. 
They also suspect that these were used 
to siphon off funds meant for VW and 
also to route bribes from the auto giant's 
suppliers. He has been accused of “fraud 
and breach of trust”. 

Less than a month after Schuster's 
alleged offences have come to light, 
VW's reputation lies in tatters. Its plans 
to set up manufacturing facilities in In- 
dia and Angola have been jeopardised. 
Schuster is also at the centre of a sex and 
bribery scandal that has rocked VW, 
leading to the exit of two top-level exec- 
utives. Heis also alleged to have played a 
role in providing VW's labour represen- 
tatives with high-class prostitutes from 
Brazil in an attempt to influence them. 
Subsequently, he also caused the down- 
fall of Peter Hartz, VW's powerful per- 
sonnel chief. Hartz is also the architect 
of Germany labour market reform and 
a close adviser of German chancellor 
Gerhard Schroder. Hartz, Schuster's su- 
perior, resigned soon after owning "po- 
litical responsibility" for 
the scandal. 

Schuster joined VW 
in 1991 and has been on 
the board of VW's arm 
Skoda since 2001. Over 
the last 14 years, he en- 
joyed the trust and confi- 
dence of the board and 
was even appointed 
chairman of the board 
governing the Volkswa- 
gen Pension Trust. But as 
of today, both the public 
prosecutor in Braun- 
schweig, Germany, and 
the Central Bureau of 
Investigation are on the 


trail ofthe missing 2 mil- 
lion euros. ai 
M. ANAND 
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POLITICS 


A monsoon of 
embarassment for BJP 


Advani’s bigger political problem is that he lacks the 
moral authority to lead the Opposition in Parliament 


JP president Lal 

Krishna Advani 

may have got a 

temporary re- 

prieve allowing 
him to retain, for the mo- 
ment, his party post as well as 
that of the Leader of the Op- 
position in the Lok Sabha. But 
with his credibility badly 
dented by repeated hit and 
run attacks by the Sangh and 
. BJP rebels, he could become 
not just a lame duck party 
president, but also prove 
quite ineffective in Parlia- 
ment as well. Indeed, as Par- 
liament begins its Monsoon 
session, the Opposition will 
find it difficult to rally around 
a palpably hobbled Advani in 


So far, attention in politi- 
cal circles and the media has 
remained on the fallout of the 
Advani controversy in the BJP 
and who could be his succes- 
. sor. Yet the position of the be- 
leaguered BJP leader is as 
fragile in Parliament as it is in 
the party. In fact, Advani may 
become a heavier albatross around the 
neck of the BJP and NDA benches in the 
Lok Sabha as Leader of the Opposition 
than he will be as party president for BJP 

The BJP for instance, has submitted 
as many as 50 notices for the coming 
Parliament session. Clearly, the purpose 
is to make the Monsoon session as 
stormy as possible for the UPA govern- 
ment. But it is difficult to imagine Ad- 
vani rising above the inevitable barrage 
of taunts and jeers from the Treasury 
benches to lead this onslaught. 

Already, two senior BJP leaders, for- 
mer foreign minister Yashwant Sinha 


and former Delhi chief minister Madan | 











Advani's ouster may open up a barrage of troubles for the 
BJF, not just within its family, but in Parliament as well 


Lal Khurana, have demanded that Ad- 
vani quit the post of Leader of the Oppo- 
sition. A leader who is under attack from 
within his own camp can hardly be ex- 
pected to spearhead an Opposition 
tirade against the government. Advani is 
bound to provoke embarrassing inter- 
ruptions when he seeks to speak in Par- 
liament on key issues like the recent mil- 
itant attack at Ayodhya. 

“Tt will be a shame if we allow the 
government to get off the hook on the 
Ayodhya attack just because we are em- 
broiled in the Advani controversy,” 
lamented a BJP member of Parliament. 
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look to former Prime Minister Atal Bi- 
hari Vajpayee to cover for his vulnerable 
colleague. Vajpayee's political stature 
and oratorial skills have always com- 
manded respect in Parliament. He has 
also further risen in esteem within the 
party by facilitating a compromise, al- 
beit a temporary one, between Advani 
and the RSS. 

But this at best can be a stop-gap 
measure. The ageing Vajpayee has al- 
ready shown his reluctance to 
be the Leader of the Opposi- 
tion in Parliament, which is 
why he refused it in the first 
place after the defeat of the 
NDA in the Lok Sabha polls. 
Sooner, rather than later, the 
BJP has to come to terms with 
the task of replacing Advani 
and finding a new leader of 
the Opposition in the House. 

The problem is that the 
BJP hardly has suitable candi- 
dates who could fill the void 
created by Advani. Ironically, 
while there are a host of 
young and dynamic party 
leaders like Arun Jaitley, 
Sushma Swaraj, Pramod Ma- 
hajan and Rajnath Singh to 
replace Advani at the helm of 
the party, all of them belong 
to the Rajya Sabha. This has 
placed the BJP in a dilemma 
and even the RSS is believed 
to be reluctant to elevate sec- 
ond-string leaders like Vijay 
Kumar Malhotra and Kalyan 
Singh, the seniormost among 
the few available in the Lok 
Sabha, as the leader of the 
Opposition. 

For the BJP and the NDA, the real 
threat comes from the Left Front, which, 


Í 


_ despite its support to the UPA, is steadily 


occupying Opposition space within 
Parliament and outside. This is already 
visible with the red brigade adopting ag- 
gressively hostile stances on a number 
of economic and foreign policy issues, 
while the BJP remains too convulsed by 
the leadership controversy to provide 
credible opposition to the government. 
Indeed, the BJP may soon find that not 
only has it lost power, but in the absence 


_ ofaleader, also the moral authority to be 
| the political alternative. E 
The BJP-led Opposition will perhaps | 
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INTAS-AV BIRLA GROUP 


Symbiosis in biotech 


a 






- a | ERNIE ERE Seo 


Intas Pharma’s biotech facility in the outskirts of Ahmedabad 





beyond biotechnology. It provides 


all these ingredients in the same order, | 
which is why some big Indian compa- | 
nies, which are probably sore that they | 


missed the information technology 
wave, are now eyeing this sector closely. 
One of them, the Aditya Birla group, is 
close to striking a deal with Intas Phar- 
ma over its biotechnology division. 


Intas has been building up its | 


biotechnology division for the last five 


years after it hired Dhananjay Patankar | 


F you are looking for a high-pro- | 
file, high-investment, high-risk, | 
high-reward business, do notlook | 








from Wockhardt to head its biotech divi- | 
sion called Indus Biotherapeutics. | 


Patankar was responsible for develop- | 


ing several biotech products in Wock- 


hardt. In Intas, he has built a research | 
team and developed a pipeline of prod- | 


ucts, but the company needs money to 
invest in large facilities. The strategic in- 
vestment from the Birlas is expected to 
go towards building extensive manufac- 
turing facilities. 





Intas last year had launched its first | 


product, granulocyte colony stimulat- 
ing factor (GCSF), also called filgrastim. 
Thisisa protein that stimulates the pro- 


duction of neutrophils in the blood. The | 
next product from Intas will be erythro- | 


poietin, to be launched next week. In- 
terferon alpha, in an advanced stage of 


development, will be the third biotech | 
product from the company. Intas is 





working on the development of a few 
other biotech products as well. 

Intas biotech team consists of 40 
people in R&D, 15 people in manufac- 
turing, and another 20 in quality. It has 
started with products that are high- 
value but low-volume, which would en- 
able it to kick-start the business without 
large-scale investments in facilities. It 
expects to build large bioreactors within 
two years, and it is here that the strategic 
investment from Birlas is expected to 
contribute. The biogenerics space is 
rapidly getting crowded, and early 
movers are likely to have an advantage. 

The Birlas have been looking for an 
acquisition in biotechnology for some 
time, and had purportedly looked at 
both Shantha Biotech and Bharat 
Biotech. The details of the current deal 
with Intas are not available (the two 
companies are yet to sign on the dotted 
line), but it is likely to be a strategic in- 
vestment rather than an acquisition. 
Whatever be the case, the Intas biotech 


_ division is now poised to make the big 


investments that a biogenerics business 
demands. The other major Indian play- 
ers in this sector are Shantha Biotech, 
Biocon and Wockhardt. With the Indian 
market remaining small and the over- 
seas developed markets not yet opening 
up, these companies are not likely to 
make profits in the biogenerics business 
in the near future. a 

P. HARI & GINA S. KRISHNAN 
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New boss for 
Vantedge 
edge, the Gur- 


= G 
gaon-based 


credit and receivables manage- 
ment (CARM) BPO firm has finally 
appointed Ashok Chadha as presi- 
dent. Its former head, Rakesh Ku- 
mar, had quit in October 2004. 
Chadha was associate COO at 
Wipro Spectramind (WSM) prior to 
this. He is the sixth, apart from 
head Raman Roy, among the se- 
nior management to quit WSM in 
recent months. 

Global Vantedge is now seek- 
ing to expand its offerings — ana- 
lytics, new application processing, 
billing queries and skip tracing 
(looking for people who have dis- 
appeared after taking credit). 

Says Chadha: “We will be tar- 
geting knowledge services. And 
over the next 12 months, we plan 
to double head- 
count to 2,000.” 
The company’s 
analytics team 
comprises mas- 
ters in engineer- 
ing, statistics and 
mathematics, 
skills needed for Fi 
knowledge ser- f HE 
vices and evolv- PRA 
ing better collection strategies. 

In India, firms like Tracmail and 
Epicentre do collections work. The 
consumer credit industry that they 
target is about $7.5 billion a year 
in the US. About 5 per cent of that 
collection work is offshored. How- 
ever, most of the collections work 
is sent to Canada, Mexico, Ireland 
and the Caribbean islands. Says 
Chadha: "Over the next few years, 
about 20 per cent of the work will 
be offshored. Indian companies 
will have an edge as you can scale 
up faster here and have the talent 
available to target the high-end 
collections processes." a 

SHELLEY SINGH 
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MUTUAL FUNDS 


Churn: The new menace 


F you pay the slick neighbourhood pri- | 


vate sector bank a visit to put some 
money in a fixed deposit (FD), chances 
are that a smart and friendly relation- 
ship manager would steer you towards a mu- 
tual fund (MF) IPO. He would tell you that the 
MF would give a return of about 10 per cent, 
compared to 6 per cent from the FD, given 
the bull run on the bourses. A couple of 
months later, you could be *advised" to take 


your money from the equity schemethatyou | 


had invested in earlier and put your money 


into a new equity MF IPO. If you do, your | 


portfolio would be ‘churned’, in MF parlance. 

Churning is allegedly being encouraged 
by some bank distributors who dominate the 
MF equity sales. Industry sources say the 
brokerage target of these banks from IPO 


sales of MFs for 2005-06 has been doubled | 


from an average Rs 150 crore in 2004-05. And 
this is worrying both the finance ministry 
and the market regulator, Securities & Ex- 
change Board of India (Sebi). 


Sebi has formed an informal committee | 


of AMC heads to present a list of the top 
“churners” in the industry. Says a senior Sebi 
official: “Excessive churning of retail portfo- 
lios by large distributors in order to push up 
sales of new funds is fundamentally wrong. It 


\/ defeats the purpose of investing money ina | 
| terly basis for retaining funds. 


MF — earning returns over the long term. 


The leading churners 


Distributor Churn ratio (%) 
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This must be brought under control.” Large 
distributors, however, argue that the equity 
markets have seen a significant rise over the 


| past two years and investors have chosen to 


exit their investments once their desired re- 
turn has been achieved. 

A recent report by the major registrar and 
transfer agent of fund houses, Computer Age 
Management Services (CAMS), has ranked 
the top 32 distributors according to their 
‘churn rate’ for 2004-05. A copy of the report 
is in BW's possession. 

It shows some large retail distributors, 
some of them banks, have high churn ratios. 
ABN Amro, for instance, over a month, sold 
Rs 1,156.10 crore of IPOs and faced redemp- 
tions of Rs 807 crore, a churn ratio of 20.8 per 
cent. The ratio is 15-20 per cent for others like 
Standard Chartered, SBI Capital Markets and 
IDBI Capital Market for the same period. 

But a section of the MF industry feels the 
report is flawed as the list of churners is too 
long (32) and even includes ones with less 
than Rs 50 crore of purchases a month. Al- 
though some of these have churn ratios of 
over 20 per cent, they are predominantly in 
the wholesale market, where churning is of 
little benefit to the intermediary as there are 
no front- or back-end loads to be earned. The 
only income is 0.15-0.25 per cent on a quar- 


CAMS managing director V. 
Shankar defends the report: "Any 
report prepared by CAMS or any- 
one else has a set of points that are 
required to be understood. Such 
qualifiers are always advised by us 
to the intended recipients of any 
report and, if... read without 
the qualifiers, it will obviously not 
make sense." 

However, there are moves afoot 
to pour oil over troubled waters 
as AMCs have a hard time getting 
the distributors under their wing. 
A.P. Kurian, chairman, Association 
of Mutual Funds in India, says: 
"We are yet to establish whether 
churning is taking place or not. We 
are not aware of any report that has 
been prepared by CAMS and will 
carry out our own investigations 
if necessary." "ni 

GARGI BANERJEE 
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MEDIA 
It's for 
NextGen 





zine is out, along with 

its nth car magazine. 
Bike India and Car India 
were launched by Next 
Gen Publishing, a joint 
venture between the 
Shapoorji Pallonji-owned 
The Forbes Group and 
HDFC India. Car is a title 
that Next Gen has li- 
censed from UK-based 
EMAP which owns over 
300 special interest ti- 
tles, while Bike India is its 
own title. Car India 
comes at Rs 75 and Bike 
India for Rs 50 a month. 
These are invitation 
prices and Next Gen CEO 
Hoshang S. Billimoria 
says they will go up soon. 
He reckons that both the 
magazines will hit the top 
slots in their segments. 
His point is that the auto 
industry in India is grow- 
ing rapidly — it is the 
world's No. 2 two-wheeler 
market and among the 
top five car markets. "The 
publishing needs of these 
two sectors (cars and 
bikes) have to be met 
separately," he says. He, 
however, refuses to dis- 
cuss revenue or circula- 
tion targets. L2 

VANITA KOHLI-KHANDEKAR 


i NDIAS first bike maga- 
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you live up to your promises 


Today's businesses demand round-the-clock connectivity and seamless communication, 
irrespective of where you are or which time zone you operate in. Precisely why, 
your IP Telephony Solution needs rich multi-modal capabilities and control. 


Superior architecture based on Linux 


and other industry standards (802.3af) 
gives you the flexibility to grow as your 
business grows and add new applications 


TO IP TELEPHONY ADVANTAGE without worrying about increasing the 
FROM AVAYA GLOBALCONNECT number of servers every time. 


Secured communication is ensured by offering encryption for voice and signaling 
for all gateways and all phones (including IP soft phones). This will enable you to bring 
down your TCO with a right mix of IP hard phones and soft phones, without compromising 


on security and voice quality. 
Business continuity /disaster management capabilities ensure that your 


mission critical applications are uninterrupted. So your branch offices 
can continue to enjoy the full set of features rather than a ‘branched’ feature set. 


converged solutions | contact center solutions 





For more intormat 


ion, contact Urvashi Parikh at +91-22-5661 7372 or +91- 






IP Telephony Solutions from Avaya GlobalConnect ensures 


High performance and five 9s of reliability eliminates dropping of 
adive calls in case of failures. Avaya IP Telephony Solutions pro-actively monitor 
latency and packet loss along with IP link loss/IP bandwidth overflow to automaticaly 


switch over to a PSTN network. 
Advanced applications like ‘extension to cellular’, instant messaging ant 
our support to SIP, will enable you to seamlessly integrate multiple devices like 


cell phone, desk phone, PC client and PDA for increased efficiency and productivity 
The rich multimedia capabilities to remote workers also allow integration of vide 


capabilities to IP soft phones. 


So now your customers and end-users can connect to you from anywhere, as pt 
their preferences and availability, using modes and devices that are most convenie 


to them. Smoothly, effectively, securely. 


AVAYA 
GLOBALCONNECT 


INDIA'S NO.1 ENTERPRISE COMMUNICATION COMPANY 


customer services | www.avayaglobalconnect.co 





9820374397 or e-mail: urvashi parikh@avayaglobalconnect C 





Random pairings squander long-term customer value, hurt sales and raise costs. 
Precisely why, across multiple touch points, Avaya GlobalConnect customises 
solutions to ensure optimal resource matching - so that your calls are routed 
intelligently, smartly, efficiently. This way, your customers can connect with 
experienced call center executives with preferred language skills, enjoy smart 
service interfaces like assisted web browsing, web chats, IVR and more. 


You can choose world-class solutions like Contact Management, 
Self Service and Proactive Outbound Contact in both IP and TDM environments. 
Each designed to enhance operational effectiveness, business continuity, profits 
and efficiencies. Add to this, Interaction Intelligence, Quality Monitoring, Work 
Force Management, Real Time Messaging and Headset Solutions in partnership 
with global leaders. And you have the perfect success formula for business 
leadership. No less. 


converged solutions contact center solutions Customer services | www.avayaglobalconnect.com 
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AVAYA 
GLOBALCONNECT 


INDIA'S NO.1 ENTERPRISE COMMUNICATION COMPANY 





For more information, contact Urvashi Parikh at +91 :22-56617372 or +91-9820374397 or e-mail: urvashi.parikh@avayaglobalconnect.com 





TWO months ago, the P 
Quality Council of India 


INTERWEW/GIRDHAR € 


t vi? 
a 


ANI 


draft criteria for evalua- 
tion. The draft will be sub- 


(QCD, an autonomous mitted to us by31 July and 
body set up by the Govern- we will then put it on our 
ment of India, was given a website to invite sugges- 
mandate by the Ministry of tions. We will focus on or- 


Health and Family welfare 
(MoHFW) to put together 
quality parameters for hos- 
pitals in India. Following 
that, a technical committee 
called the National Board 





ganisational and clinical 
governance, operational 
management, patient fo- 
cus, clinical services and 
human resources. 





of Accreditation for Hospi- z w On global standards the 
tals and Health Care Ser- € QCI has referred to 

vices Providers (NBAH- z : DANT We have looked at the 
HCP) has been set up by the > rie ® b US's Joint Commission 
QCI to formulate these pa- € E "ER- International (JCI), UK's 


rameters. Girdhar J. Gyani, 

secretary general, QCI, speaks to BW'S 
Gina S. Krishnan even as the first Indian 
hospital approaches international ac- 
creditation. Excerpts: 


m On the structure of NBAHHCP 


. The NBAHHCP will be the Apex body 


under the QCI. Its chairman will be 
someone of a high stature from the 


tee and a secretariat. The body will also 
havean appeals committee and a panel 
of experts who will form the approved 
accredited agencies (AAAs). Trained by 
the Board and the QCI, the AAAs shall 
carry out the actual survey on the hos- 
pitals. They would also be evaluated by 
the QCI every year. 


Health Quality Services, 


| and the standards followed in Thailand. 


We want our standards to be counted 


| amongthe best in the world. 


"n On support from interested parties 

The health ministry gave us complete 
support. The insurance industry, as of 
now, the third party administra- 


| tors(TPAs), support accreditation. Hos- 


healthcare industry. 9 On the criteria for assessment | pitals support it too, because the doc- 
Under it, we will have the accredita- | The technical committee, which con- | tors want an independent body 
tion committee, the technical commit- | sists of seven doctors, is preparing a | certifying that they are the best. A 


FPM, the Doctoral Programme of IIMA, recognized as equivalent to Ph.D., provides necessary skills to identify and research 
complex issues in the field of management. The institute provides an excellent environment for carrying out advanced research 
and aims to develop highly trained researchers, committed to producing original research work. 
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à Doctoral Programme of 
zz zvr ndian Institute of Mana 
FELLOW PROGRAMME in MANAGEMENT (FPM) 





ement - Ahmedabad 





Agriculture, Business Policy, Economics, Finance & Accounting, Computer & Information Systems, Marketing, Organizational 
Behaviour, Personnel & Industrial Relations, Production & Quantitative Methods, Public Systems. 


The programme aims to admit in the above areas of specialization individuals with exceptional academic background, strong 
motivation and potential to become excellent researchers at international level. Applicants are evaluated on their past academic 
achievements, motivation and preparation for the programme, letters of recommendations, scores on standard test and a 
personal interview with the faculty. 

Eligibility: Master's degree in any discipline with at least 55% marks after 10+2+3 years of formal education, CA, ICWA, CS witha 
minimum of 55% marks, or a 4 year/8 semester Bachelor degree with a minimum 60% marks. Those appearing for their final 
examinations in the respective disciplines can also apply.* 

Fellowships: The fellowship covers all academic and living expenses. In addition, student is entitled to stipend of about 
Rs. 96000 p.a. 

How to Apply: Interested candidates are required to take the Common Admission Test (CAT) of IIMs or GMAT/GRE/GATE/UGC 
JRF (Research) for some of the specific areas. 

* Consult the brochure and website for details of eligibility. For CAT details, refer to advertisement that has appeared in leading 
dailies around 17th July 2005. Application forms for FPM can be obtained by post (FPM Office, IIM, Vastrapur, Ahmedabad - 
380015, Tel.: 079 26324635) by sending a DD of Rs. 200/- drawn in favour of Indian Institute of Management, Ahmedabad, 
payable at Ahmedabad or downloaded from the Institute's website. Last date of submission of completed forms is Nov. 15, 2005. 


For complete details, log on to: www.iimahd.ernet.in/programmes/dfpm.htm 


You vs them. 


anywhere with multiplayer 


gaming on your Nokia N-gage phone with 
Hutch GPRS. Take on millions of players around 
the world, on a wide range of games you like. 
all you need is a Nokia 
N-Gage phone with a gaming card of your 
choice. Take your pick from the many N-Gage 


Hutchison Essar 





only with Hutch on your Nokia N-Gage. 


gaming cards, available at Nokia priority 
dealers. Then activate your Hutch GPRS, log on 
to the N-Gage Arena and begin playing with as 
many players as you like. 

For more details on monthly rentals and 
usage charges on HutchWorld, visit us at 
Wwww.hutch.co.in To subscribe, just send 


HW as an SMS to 123. Gujarat postpaid 
subscribers send HW A as an SMS to 123 
and prepaid subscribers send HW A as an 
SMS to 144. So if you're ready to lay down 
the challenge, just get your Nokia N-Gage 
along with a HutchWorld connection and 
get playing. 





E GAGE 


i NOKIA 
The gamer’s phone 


Hutch 





Top games include: Pathway to Glory Tiger Woods PGA Tour ® Snakes Multiplayer Game & Tom Clancy's Ghost Recon crash Nitro Kart 








tire equity of BPL Communica- 
tions for a little over $1 billion (about 


Rs 4,400 crore) in an all-cash deal. Sixty- | 
four per cent of the company was | 
and | 


owned by 
the rest by foreign investors. BPL Com- 


munications owns 74 per cent of BPL | 


Mobile, which operates in Mumbai, and 


the whole of BPL Cellular, which serves 


Maharashtra, Tamil Nadu and Kerala. 


N one of the biggest acquisitions in | 
Indian telecom, Essar Teleholdings | 
(ETL) ofthe Ruias picked up the en- 


DILEEP PRAKASH 





Out of the Rs 4,400 crore, Rs 1.940 | 





Rajeev's 
sweet exit 


crore will be used to pay off the com- 
panys debt. Of the remaining Rs 2,460 
crore, Chandrasekhar will get Rs 1,574.4 
crore. With that, the 41-year old, who 


was among the first private players in | 


mobile telecom, would sign off. 

ETL had been eyeing BPL for some- 
time. In December 2004, ETL acquired a 
9.9 per cent stake in BPL Mobile, report- 
edly for Rs 250 crore. That meant an en- 
terprise valuation of Rs 2,500 crore, or 
Rs 20,000 per customer. BPL Mobile has 
1.25 million users in Mumbai. 

Barely six months down the line, 
Chandrasekhar has got about Rs 17,000 
per customer. BPL Communications 
has around 2.63 million customers. 

Essar was not the only one in the 
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race. International bidders for BPL in- 
cluded Vodafone (UK) and Systema 
(Russia). Says Chandrasekhar: “Hutchi- 
son Essar has consistently earned my 
admiration for being a company closest 
to our values of customer dedication 
and ethics of business.” 

With this merger, the pecking order 
in the Indian mobile telephony market 
will change. ETL already has a 30.4 per 
cent stake in Hutchison Essar already. 
According to industry observers, ETL 
will soon merge BPL into Hutchison Es- 
sar. That will give it a shade over 11 mil- 
lion subscribers (Hutchison 8.44 million 
and BPL 2.63 million) against the 10.23 
million of Bharat Sanchar Nigam. Lead- 
ing the pack is Bharti with 12.25 million 
subscribers. Also, Hutch-Essar will serve 
16 of the 23 mobile circles. But once Es- 
sar Spacetel gets the seven circle li- 
cences it has sought, the combine will 
become the third nationwide GSM- 
based mobile operator after BSNL and 
Bharti. Reliance Infocomm, which pro- 
vides CDMA-based mobile services, 
also has a nation-wide footprint. 


MERCK 


The second coming 


HE $22-billion Merck is getting its marketing 
machinery together for new products. MSD 
Pharmaceuticals, its wholly-owned subsidiary, 
has registered two products in India. Four more are 
undergoing bioequivalence tests with a Delhi-based 
clinical research organisation. Meanwhile, the sales 
team has been beefed up from four in June to 27 
now. The company is also 
evaluating more products. 

The Indian push is being 
led by managing director 

, a veteran of 

24 years with Merck. A start- 
up man (he was in the team 
that set up operations in 
Eastern Europe, Korea and 
Israel), the Nashik-born, IIT- 
Kharagpur and IIM-Calcutta educated Tauro was the 
natural choice to head its India operations. Every 
possibility, including clinical research, manufacturing 
and biostatistics, is being explored to make the most 
of Merck's second innings in India. The fast-growing 
$5.5-billion market is enough to lure everybody in. 





DILEEP PRAKASH 


GINA S. KRISHNAN 


Second, Hutch-Essar will emerge as 
the first pure play mobile operator with 
a national coverage. The others already 
have a national long-distance (NLD) li- 
cence. Once Hutch-Essar has a national 
presence, inter-circle connectivity 


could become an issue. Sources say 
Hutch has applied for an NLD licence. 
Third, Mumbai will have only three 
GSM operators — Hutch-Essar, Bharti 
and Mahanagar Telephone Nigam. So 
will another GSM-based mobile opera- 
tor ee a Seems ame as 





‘Boutth, the Hutch-Essar combine 
are Ps original licence holders in Mum- 
bai. They operate on the spectrally effi- 
cient 900 MHz band. The two also have 
the highest-paying users. Hutch Mum- 
bai accounts for the highest average rev- 
enues per user in the country at Rs 600. 

With BPL out, only Spice and Aircel 
are left as small operators in India. W 
ANUP JAYARAM 
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AUTOMO 


atrip cle arance soon. 


HE Cabinet Committee on Eco- 

nomic Affairs (CCEA) is ex- 

pected to approve the Rs 1,700- 
crore National AutomotiveTesting& — | 
R&D Infrastructure Project (Natrip)at | 
its meeting on 27 July. 
This will be the final 
clearance for the pro- 






beenapprovedbythe  . i 

Planning Commission è e VROE, Ahmednagar (Maharashtra) 

and the Expenditure — * a 

Finance Committee. » Rae Bareilly (Uttar Pradesh) 
Under the project, Note: Another location is teing identified 

four testing centres 


have been announced — in Manesar, — | 
Chennai, and the upgraded versions of. 
the existing ARAI and VRDE facilities. — 
Besides, there will be three more train- 
ing and testing facilities in Silchar 
(Assam), Rae Bareilly (Uttar Pradesh) 

anda third location that hasn't been 


The proposed NATRIP centres | 






& Sen (Tamil Nadu) g 









IVE 


identified yet. 

The highlight is a 4,000-acre proving 
ground which may be located in the 
north or centre. And since it is envi- 
sioned as an internationally-acceptable 

track, it is likely to 
secondasindias. 
Formula I venue. 
Silchar, the c 
stituency of Santo 
Mohan Dev, minis 
of heavy industries 
and public enter- 
prises (independent 
charge), will have the 
first-of-its-kind facility for highway ac- 
cident analysis in Asia and a hilly area... 
driving training centre. A driving train- 
ing school for specialised vehiclesand — 
the testing centre for tractors will be sit- 
uated at Rae Bareilly. e. 
AARTI KOTHARI —— 
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HEALTHCARE 


Cord blood banks 


\ IFECELL, a’ Chennai-based 
— company that, for a price, stores 


stem cells from the umbilical 


. cord of newborn babies for 21 years, 


plans to expand to 24 cities in as many 
months. This will include bases in South 
Asia and South-East Asia. 

LifeCell's central laboratory in Tamil 
Nadu presently has 200 stem cell sam- 
ples under storage. It can store 15,000. 
LifeCell was set up in December 2004 in 
partnership with the Florida (US)-based 
Cryo-Cell International, which stores 
80,000 samples. It has collection centres 
in Bangalore, Hyderabad, Ludhiana, 
Ahmedabad and Mumbai. 

Stem cells are master cells of the 
body that can develop into any type of 


' cell. Researchers think future cures of 


ailments like leukemia, thalassemia, 
etc., where the immune system is com- 
promised, will depend on their ability to 


Cost of storage 


"i-e WK 






A 


59,000 (enrolment, processing and storage for 21 years) 


Enrolment fee 5,000 + processing fee 22,000 + storage 
fee per annum (for 21 yrs) 2,900 


| | Easy storage plan: 


Enrolment fee 5,000 + processing fee (@ 2,250 for 12 
months) 27,000 + storage fee per annum (from years 


2 to 21) 2,900 
All figures in Rs 


manipulate stem cells. They are also try- 
ing to use these cells to repair organs like 
heart, liver, etc., and develop cures for 
diseases like diabetes and Alzheimer's. 
Stored stem cells can also be used for 
close relatives of the donor as chance of 
a match is high. Even though there 
could be glitches in using cord blood 
stem cells, it appears to be a better alter- 
native to stem cells taken from the bone 
marrow, say LifeCell executives. 

There have been 20 cord blood 
transplants in India since the first one in 
1996. Among other players in the seg- 
ment, Reliance Life Sciences has a cord 
blood bank for related donors as well as 
a public cord blood bank. 5 

GAURI KAMATH 


A MAN OF MANY TALENTS 


New York brought to an end an 

outstanding career in public ser- 
vice. Although I.G. left government in 
the early 1980s, he had such a repu- 
tation that institutions abroad and in 
India continued to seek his help. Af- 
ter he retired as director of London 
School of Economics in 1990, he re- 
fused to move out of Baroda or to 
take on executive responsibility. But 
so many institutions were headed by 
people who remembered his talents 
that they kept him busy as adviser, 
coordinator and chairman. 

I.G. was an exceptionally bright 
student. After standing first in B.A. 
from Bombay University in 1944, he 
sailed for Cambridge where the revo- 
lution in economics started by John 
Maynard Keynes with his General 
Theory in 1936 was still raging. 
Keynes's students, contemporaries 
and adversaries — Sraffa, Robert- 
son, Kahn, Kaldor, Joan Robinson — 
were reshaping macroeconomics. 
Lucky were those who read econom- 
ics in Cambridge then. I.G. got a dis- 
tinguished first in his Tripos. After a 
year in Harvard, he returned to Cam- 
bridge and finished a quick Ph.D. dis- 
sertation. Then he was picked up by 
the International Monetary Fund. 

In the early 1950s, the Fund sent 
him on a mission to the Indian gov- 
emment. He impressed the then fi- 
nance minister, C.D. Deshmukh, who 
asked the Fund for his services. The 
government found him so useful that 
it never returned him to the Fund. 

What made him indispensable in 
the 1950s and 1960s was his con- 
siderable persuasive powers. India 
was growing rapidly without regard to 
balancing payments and needed 
enormous amounts of foreign aid. 
I.G. was one of the economic diplo- 
mats charged with persuading inter- 
national institutions and industrial 
countries to back India's develop- 
ment with aid. He was highly suc- 
cessful. Highly appreciated by his su- 
periors, I.G. became chief economic 
adviser in 1962 and secretary (eco- 


-G. Patel's death on 17 July in 
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I.G. PATEL (1924-2005) 


nomic affairs) in 1968. 

That was the time when Indira 
Gandhi had split the Congress. She 
brought in dubious politicians like 
L.N. Mishra, whose depredations I.G. 
found himself trying repeatedly to 
foil. After Mrs Gandhi's victory in the 
1972 election, I.G. decided that he 
was fighting a losing battle. He left 
Delhi and went to UNDP in New York. 

Mrs Gandhi was defeated in the 
1977 election, and Morarji Desai be- 
came Prime Minister. He persuaded 
I.G. to return as governor of the Re- 
serve Bank of India. Mrs Gandhi was 
back in the saddle in 1980, but she 
let I.G. finish his term. 

After retiring from govemment, 
I.G. served as Director first of Indian 
Institute of Management, Ahmed- 
abad, and later, of London School of 





| Economics. He piloted it through the 





years of Margaret Thatcher's 
Squeeze on academic institutions. 
For all his achievements, I.G. was 
an unassuming man. He was a rivet- 
ing speaker and a great raconteur. 
India was lucky to have been served 
by him in the hour of its need. x 
ASHOK V. DESAI 
The author is the consulting editor, 
The Telegraph 
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The author is the founder 
of CERG Advisory that 
specialises in corporate 
consulting and economic 
advisory services. He can be 
reached at omkar. 
goswami@cergindia.com. 


Divest- 
ment of 
PSUs is 
about 
liberating 
them 
from the 
stultifying 
presence 
of bureau- 
cracy and 
politicians 








y omkar goswami  . 





N OUR parliamentary system of execu- 
tive governance, Cabinet decisions are 
jointly arrived at by its ministers and ref- 
lect the view of the senior-most execu- 
tive council of the land. The decisions are 
sometimes challenged by the legislature or the 
judiciary, but rarely rescinded by the Centre or 
the leader of the majority party. 

But that's what has happened with Bharat 
Heavy Electricals (BHEL). The Cabinet had ap- 
proved a 10 per cent divestment of its shares. 
Immediately, the Left threatened to walk out of 
the coordinating council ofthe United Progres- 
sive Alliance (UPA). Equally quickly, Sonia 
Gandhi acquiesced to its demand for status 
quo. Thus, while Prime Minister Manmohan 
Singh was conferring with his G-8 counterparts 
in Scotland, the UPA agreed to keep the BHEL 
divestment in ‘indefinite abeyance’. 

I am not going into the politics of appease- 
ment, how and why it happened and which 
Congressmen were shafting the decision from 
within. Instead, let me briefly dwell upon the 
governance of public sector undertakings 
(PSUs) which are listed on Indian stock exchan- 
ges, where the Central government owns over 
50 per cent of the shares in many public sector 
banks and some large manufacturing corpora- 
tions, including the navaratnas. 

Even if the government owned every share 
of the state-owned banks, the doctrine of exclu- 
sive ownership would not have allowed it to do 
as it pleased. Banks accept deposits and other 
debt from the public and, therefore, have a 
minimal fiduciary duty to perform well enough 
to protect these liabilities and pay the contrac- 
tual interest dues. 

The governance problem arises because a 


company like BHEL is listed, with 33 per cent of | 


its equity being held by mutual funds, institu- 
tions and individuals, while 67 per cent is 
owned by government. The company and its 


board, therefore, have a fiduciary obligation to | 


do everything that is needed to increase long- 
term shareholder value. That's where the gover- 
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nance contradiction comes into play. 

Anyone who has served as a director on the 
board of a PSU whose majority shareholder is 
the government knows the role of the govern- 
ment's nominee director. Typically, a joint or 
additional secretary is the most powerful per- 
son on the board, bar none. I don't know of a 
single occasion where a PSU board meeting 
has begun without the worthy babu taking his 
seat. Date of board meetings of listed PSUs are 
changed at very short notice because the bu- 
reaucrat concerned is suddenly unavailable. 

All these reflect a more serious problem. 
There is an inherent disconnect between the 
objectives of government and those of corpora- 
tions. The government sees PSUS as instru- 
ments of its political and socio-economic will. 
Therefore, the IAS officer will do what is right 
from the perspective ofa political animal called 
the government. All this has little to do with the 
needs of a corporate creature called the widely 
held, joint stock, limited liability company. 

Let me give you two examples. Consider the 
appointment of CEOs of PSUs and public sec- 
tor banks. Since everybody knows when a 
CEO's tenure is coming to an end, it should be 
easy to have smooth succession planning. Yet, 
these posts are often left vacant, with the PSUs 
being run by a caretaker because the govern- 
ment has not made the selection in time. The 
second example is Indian Airlines. Everybody 
knows that IA needs to rapidly augment its 
aged fleet and that this takes time. Yet, no deci- 
sion has been taken. 

Divestment of the shares of public sector 
banks and the navratna PSUs is not about dis- 
tress sale of family silver. It is about liberating 
these organisations from the stultifying pres- 
ence of the bureaucracy and politicians. It is 
about creating a milieu that allows these com- 
panies to progress, invest, grow and increase 
shareholder value. It is about corporate gover- 
nance, not revenue. I don't expect the Left to 
understand this. But with her body of capable 
advisers, I thought Mrs Gandhi would. ui 
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OLD BRANDS NEVER DIE; they just 
go to China. 

Chinas burgeoning but relatively 
unsophisticated market has become an 


ideal resurrecting ground for fading | 


American brands such as Buick cars and 
Lee jeans. For years, Chinese consumers 
coveted these and other American 
products, which they saw in pirated 
Hollywood movies or heard of from im- 
migrant friends. Now, these newly enri- 
ched consumers are eager to own quint- 
essentially American products. Though 


many of these brands have lost their | 


original lustre with American con- 


sumers, US companies are proving | 


adept at maintaining, and even increas- 
ing, their appeal in China. That's giving 
many dying brands an unexpected life 


extension in what could soon be the | 


world’s largest consumer market. 


any new branding exercises in the last 
few years. Many brands were drowning 
and looking for a lifeboat,” says Edward 
Bell, director of product planning at 
Ogilvy & Mather in Beijing. "Then China 
came along. Here, companies can start 
with a clean slate and create totally 
new images for a totally different audi- 
ence. Many brands we 
are familiar with in the 
US have a totally dif- 
ferent positioning or 
image here." 

In some ways, this 
can be seen as a classic 
example of multi- 
national corporations 
breeching new ground by adapting to 





the opportunities and requirements ofa | 


local market. But there is also increasing 
evidence that Chinese consumers, like 


their Indian counterparts, are still | 


somewhat unschooled in navigating 


the minefield of consumer marketing. | 
And they are getting far less for their ren- | 


minbi (RMB) than US consumers. 


Consider Buick. In the US, cars car- | 
rying the brand's triple shield icon are | 
hardly seen as head-turners capable of | 


competing with the BMWs and Audis. 
But that's just how a Buick is seen in 


China. “It has a very big name. I'd love to | 


own one,” says Yan Lili, 30, a corporate 
manager in Beijing. 

That Buicks, which US consumers 
generally see as grandpas cars despite a 
new advertising campaign featuring 














golfer Tiger Woods, are perceived so dif- 
ferently in China is partly because of lo- 
cal market realities. Buicks were one of 
the first foreign cars on Chinese roads. 
While both the cars and their promo- 
tional campaigns were mediocre by US 
standards, they impressed local con- 
sumers. Also, since most Chinese con- 
sumers cant read the US press, because 
of Chinas controls on access to foreign 


| media and natural language barriers, 


they generally have no idea of how the 
Buick is perceived in the US. That's left 
Buick's parent company, General Mo- 
tors, free to position the brand entirely 
differently in China. 

Partly, that's because the bottom end 
of the consumer market in China ex- 
tends far lower than it does in the US, 
Bell says. "So a mid-level US product au- 


, tomatically falls into the higher end of 
“In the US, there have hardly been | 
| cars, (Buicks) are expensive. They are 


the market here. Compared to local 


big and they are foreign, and so they're 


as much ofa status badge as an Audi." 


This enhanced positioning has al- 
lowed GM to charge its Chinese con- 
sumers about $37,000 for a Buick Regal 
that retailed for about $23,000 in the US 
until it was pulled off the market last 


ashing in 


Fading American 
brands are 


targeting China's 


burgeoning but 
unsophisticated 
consumers to 
regain some of 


their lost lustre. 
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year. Yet, GM's Chinese buyers get only a 
third of the three-year bumper-to- 
bumper warrantee US consumers get. 
The result: GM makes a profit of about 
$2000 on every Buick Regal sold in 
China, about 15 times what it makes in 
the US, according to industry reports. 
Significantly, a recent survey of 1,800 
US businesses in China by the American 
Chamber of Commerce in Beijing found 


that the profit margins for 42 per cent of 


them were higher than their average 
worldwide margins. 

One reason Chinese consumers of- 
ten pay relatively more for foreign 
branded goods and services is that they 
simply don't know better. Like their In- 
dian counterparts, Chinese consumers 
are not as discerning as Western ones, 
and it is easier to convince them of a 





products or service's attributes with a 
seemingly slick marketing campaign. 
Chinese consumers also have no in- 
herited memory of brands, their image 
and history, making it easy for compa- 


nies whose products are at the end of 


their life cycles in the US to market them 
in China without having to deal with 
any pre-judgments. 


For example, about two and a half 


years ago, fast food giant McDonald's 
suffered a huge PR disaster and shift in 
sales patterns in the US and Europe be- 
cause increasingly fitness-conscious 
Western consumers began to under- 
stand how the companys fare adversely 
affected their health. Its image reached 
a new nadir when the film Supersize Me 
documented how a healthy young 
mans condition deteriorated when he 
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The Chinese have coveted brands from 
the US, a sentiment that American 
companies are only too happy to 
leverage to the hilt 


lived on a diet of McDonald's fare. The 
company was forced to change its 
menus, and offer customers more sal 
ads, white-meat chicken nuggets and 
fruit options with its Happy Meals. 

In China though, McDonalds is in 
the process of opening 100 new restau- 
rants that will stay faithful to its ham- 
burger and French fries oriented menu. 
No doubt, the differing concerns and 
dietary patterns of Chinese consumers 
is partly why they are not being offered 
the new menus. But the fact is that few 
Chinese have seen or even heard of Su- 
persize Me. The local press, most of 
which is state-controlled, is hardly on 
the cutting edge of consumer reporting, 
not least because the low price of maga- 
zines and newspapers forces publishers 
to depend on corporate advertising 
for their revenues. 

China also has no consumer cru 
saders such as Ralph Nader (who took 
on the US auto industry in the 1960s) 
because the state is congenitally oppo- 
sed to any kind of independent civilian 
organisation. Lastly, Chinese consu 
mers suffer from the additional burden 
of living under a government that has 
developed a vested interest in corporate 
profitability. Most industries in China, 
including the auto industry, are con- 
trolled by a few large state-owned com 
panies in collaboration with foreign 
companies, reducing the state's interest 
in educating consumers and/or enact- 
ing profit depreciating actions like po- 
tent consumer rights. 

While many US corporate execu- 
tives here privately agree with that, they 
also say this alone is not enough to ex 
plain the success of US brands in China. 
For example, Buick's success is also be- 
cause GM was quick to see and capi 
talise on a rather unique marketing op- 
portunity, according to Bell. In China, 
red BMWs and black Mercedes are often 
seen as the cars of choice with China's 
showy crowd, many of whom made 
their fortunes by somewhat dubious 
means. Against this backdrop, GM has 
been quick to position the Buick Regal 
as the car of respectability. 

GM declined to be interviewed for 
this article, but the company's Chinese 
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website says the Regal was 
created as a “sign of respect 
for successful leaders”. GM 
also claims: “Regal is the best 
choice amongst the cars of 
the same class because it ex- 
presses their ways of life, 
their success and highly re- 
spectable positions.” 

Some brands, such as 
Johnson & Johnson Baby 
Shampoo have also respon- 
ded to local market condi- 
tions by creating local vers- 
ions of global products, 
which they sell for less than 
half the price of the US ver- 
sion. Others, such as Maggi, 
have used the core values of 
their brand to extend bey- 
ond traditional products 
(like ready-to-eat soups) 
into new segments that ser- 
ve local needs — ready-to- 
eat dumplings, for example. 
The problem with this, says 
Ma Lili, 32, a consumer ac- 


tivist in Beijing, is that local consumers | 
often think they are buying interna- | 


tional quality products when, in fact, 


they are buying products that adhere | 


only to local standards. 
“Local versions of foreign brands are 
cheap, but more expensive than Chi- 


nese branded goods,” Ma asserts. | 


"They're fooling people into thinking 


that they are buying the original (for- | 


eign) product or that somehow their 
product is of a better standard. Yes, this 
is sometimes so but sometimes it is not. 
Its a big problem." 

Auto buyers found themselves faced 


with this problem when GM began sell- | 


ing the Excelle under the Buick badge in 
China. The Excelle was designed and 


built by Daewoo, the bankrupt South | 


Korean auto maker in which GM bought 
a 67 per cent stake in April 2002. (In In- 
dia, it sells under GM's Chevrolet 
badge). China is a country where the 
image of the country a product origi- 
nates from is a large factor in a con- 
sumers perception of the brand. Many 


Chinese Excelle buyers were quite dis- | 


traught to learn that their car was not a 
"genuine American machine but a 
South Korean one", according to the ed- 
itor ofa local auto magazine in Beijing. 
Significantly, several other US com- 











Brands like Lee and Wrangler, which sell off discount racks 
for about $10 in the US, have been launched in China as the 
ultimately cool American wear 


panies have also used the relative | 


naiveté of Chinese consumers, as well as 
their penchant for conspicuous con- 
sumption, to position their run-of-the- 
mill US brands as exclusive ones. 


Americans visiting Beijing are often | 


surprised to see freezers selling Haagen- 
Dazs ice cream standing proud in the 
lobby of their five-star hotel, right beside 
the entrance of an exclusive French res- 
taurant. The price for a pint of Swiss Va- 
nilla — $10, as compared with the $3 it 
retails for in the US. Part ofthe reason is 
extra costs such as transportation and 
Chinas 20 per cent duty on ice cream, 


says Eddie Lu, marketing manager with | 


Haagen-Dazs in Shanghai. More signifi- 
cantly, in China, Haagen-Dazs has side- 


stepped its US image of being a pre- | 


mium supermarket brand to position 
itself as the deliverer of a uniquely luxu- 
rious culinary ‘experience’, Lu adds. 
While Chinese consumers have less 
disposable income than American 
ones, they spend a much higher per- 
centage of it on luxury, feel-good pur- 


chases. "There is a ‘reward yourself’ | 


lifestyle here, and people don't mind 
paying for prestige items, especially if 
they are foreign," Lu says. "It's all about 
the right branding and positioning, and 
of course quality. So though our pricing 
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BRANDS 


is quite high here as com- 
pared with the US, the con- 
sumer has accepted it." 
Zhang Xue Jiao, 21, an office 
administrator in Beijing, 
says she likes eating Haa- 
gen-Dazs but can "only af- 
ford it a few times a year, on 
special days like on my 
birthday or something." 

Lu says this exclusive 
positioning is essential for 
Haagen-Dazs because the 
volume of ice cream consu- 
med in China is just about 
a tenth of that in the US. 
Since this makes it difficult 
for Haagen-Dazs to sell a 
large volume of its ice cre- 
ams in supermarkets, as it 
does in the US, it has em- 
braced a low-volume, high- 
margin sales strategy. To 
groom this image, it has also 
opened many of its eleg- 
antly-appointed ice cream 
cafes in trendy sections of 
Beijing and Shanghai, where dating 
teenagers pay $40 for a sundae! 

With Chinese consumers' knowl- 
edge of the positioning of foreign 
brands at home being low, several other 
companies are also propelling them- 
selves up the image chain here through 
simple changes in their location and 
distribution strategies. 

Ports 1961 was aleading North Ame- 
rican fashion retailer in the 1960s, but its 
name has little recognition with young 
haute couture buyers today. In Beijing, 
however, the company — now owned 
by Hong Kong-based CFS International 
— has a store right next to others bear- 
ing more illustrious names, such as Cha- 
nel and Esprit. It has led Chinese buyers, 
who don't know better, to believe that 
Ports is still a top-tier international fash- 
ion house. Similarly, Wrangler and Lee 
jeans that were a rage with US con- 
sumers in the 1970s, but which now sell 
off discount racks for about $10 apiece, 
have just been launched in China as the 
ultimately cool American wear. 

William Liu, 19, could not believe 
it when he was told that his Wranglers 
were considered passé in the US. "I paid 
RMB 200 ($25) for them," he said, 
reproachfully. "Are you sure of what 
youre saying?" E 
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* Cranking up KARVY 


RANJU SARKAR 


N the flashy world of Dalal Street, 
where executives sport pinstripes 
and expensive gadgets, C. 
Parthasarthy is an exception. He 
prefers to dress conservatively and 
keeps a low profile. But despite his 
unassuming demeanour, Parthasarthy 
has high-profile foreign suitors wooing 
him. Recently, the Hong Kong-based 
Pacific Century Group (PCG), the in- 
vestment arm of Richard Li (who 
founded and then sold Star TV to Ru- 
pert Murdoch) picked up a 20 per cent 
stake in Karvy, his stock broking busi- 
ness. For good reason. Karvy is not only 
a well-established brand, it's the largest 
registrar and one ofthe top five brokers 
in the country. 

It was in April that PCG invested in 
the Rs 172-crore Karvy Stock Broking for 
Rs 83 crore. Last month, it received ap- 
proval on the deal. Karvy's valuation is 
better than what Softbank paid for 
IL&FS Investmart but considerably 
lower than what Indiabulls fetched 
through a GDR issue in February (See 
‘Deals in the stock broking space’). The 
deal can enable Karvy to grow faster. 

PCG bought into Karvy because it 
believes the latter has potential to grow. 
“It has a good franchise in an attractive 
space. It has a tremendous asset base 
(branches), which can do more than re- 
tail brokerage,” says Akash Mehta, man- 
ager with PCG. Over the years, Karvy has 
built up a sizeable personal finance 
business— from stock broking to distri- 
bution (of IPOs, mutual funds, insur- 
ance) to being among the top three 
depository participants with 363 
branches nationwide. 

Despite its reach and a wider base (it 
boasts of 240,000 customers in stock 
broking) Karvy's volumes are far from 
impressive. Between April and June, 
Karvy's average daily turnover (ADTO) 
was Rs 450 crore-500 crore; Kotak Secu- 
rities, the market leader, clocked Rs 800 
crore with just 50,000 investors (partly 
because it has many institutional cus- 
tomers). Even Indiabulls is estimated to 





Parthasarthy wants to repos- 
tion Kary as a third-party 


mmm finance advisor 


Karw, India's largest stock registrar, wants 
to change its stripe. It is now helping you 
decide how to invest your money 


do Rs 450 crore-500 crore with just 
65,000 customers though it claims to be 
doing Rs 1,300 crore. That's partly be- 
cause everyone except Karvy offers 
margin (stock) lending, which allows in- 
vestors to leverage their equity posi- 
tions. (If you invest Rs 10 lakh, the bro- 
ker can lend you Rs 5 lakh to take a 
higher exposure). 

With an enhanced capital, Karvy 
could offer margin funding, which is a 
key product in big markets like Mumbai 
(It accounts for 40 per cent of all stock 
trading), and margin funding was a big 
gap in the firm's portfolio. Karvy will also 
use the money to meet its working capi- 
tal requirements and beef up its net- 
work (double its branches and also im- 
prove their look and feel). It will 
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concentrate more on metros, expand its 
product range and acquire more cus- 
tomers. It has started selling risk prod- 
ucts like insurance and will soon sell 
loans of other institutions. 

“Our objective is to emerge as a per- 
sonal finance advisor for the mass afflu- 
ent market,” says Parthasarthy, the 50- 
year-old chairman of Karvy Consultants. 
“With a basket of products, Karvy’s strat- 
egy is to lock in customers at the IPO 
stage, and then convert them slowly onto 
other products,” says M. Yugandhar, di- 
rector, Karvy. So it's trying to take up posi- 
tions in each of the businesses, which 
creates a complete cycle. It is trying to do 
an ICICI, except that unlike the bank, 
which is a manufacturer, “Karvy just 
wants to be a distributor of products and 





HEMANT MISHRA 


position itself as a third-party service 
provider,” says M.S. Ramakrishna, 
director, Karvy. 
-The company feels it can play that 
-role as it has a large number of cus- 
. tomers, offers a wide product range, and 
has a large network, which is owned and 


. not franchised. “They want to have a | 


physical interaction with the customers 
so that they can increase the share of the 
wallet," says Ajay Garg of MAPE Advi- 
sory Group, which advised Karvy on the 
desk “Tt hasa strong retail franchise and 

a est distribution spread in the - 

says Hemang Raja, CEO, 

vestmart. But not everyone is 

sed. “We don't consider them asa 

€ rious competitor. They are an old-age 

~ financial services intermediaries, who 

- have been around for many years, and 
failed to capitalise on the opportuni- 
ties," says a competitor. 

Karvy made a profit after tax of Rs 20 
crore in broking last year on a turnover 
of Rs 106 crore. Indiabulls, which en- 
tered the space only in 2000, had profits 
of Rs 57 crore on a turnover of 168 crore. 
"Stock broking requires you to be on 
your feet. You need to be aggressive and 
have a sales model which focuses on 

: customer. acquisition. They opened 





















Deals in the stock broking space... 


branches without converting them into | 

profitable relationships," adds a com- | 

petitor. The delay in entering key mar- | 

kets like Mumbai and Ahmedabad has | 

costit dearly. Ithasalsolostoutonthein- | 

stitutional business, which has been | 

cornered by big boys in the trade. | 

Karvy says it could be a littlelate, but | 

hasn't missed the bus. Institutions ac- 

count for 12 to 15 per cent of the trading | 

volumes. Domestic institutions cannot | 

trade more than five per cent with a bro- | 
ker, which requires them to trade with | 
25 to 30 brokers. Karvy wants to leverage | 

its existing relationships with mutual | 

| funds to get a foothold in the domestic | | 

institutional business. As for Fils, ithasa | 

long way to go. Karvy has opened offices | 

in Dubai and New York and taken a | 

| 

i 

| 

| 

| 

| 

i 





| membership on Nasdaq. "For every FII 
registered with Sebi, there are four wait- 
ingto invest in India," says Parthasarthy. 
| A key problem for Karvy is the 
volatility of the broking business, which 
accounts for 52 per cent of its topline. 
Karvy has been trying to develop other 
revenue streams: distribution of mutual 
| funds or insurance products, deposi- 
| tory accounts. If it can build in large 
numbers, it can lend more solidity. Con- 
sider a scenario where you had invested 
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in a mutual fund through Karvy. Now, a 
long as the asset stays with the funt 
Karvy will continue to earn a trail cc com- | 
mission of 40 basis points every year. So, 
if it sells assets worth Rs 5,000 crore, it 
could earn Rs 20 crore at the begir 
of the year. Similarly, i insurance off 
percent commission in the first yea 
7.5 percent for the next seven ‘yeas. | 
In the short run, margin it 
help Karvy improve volumes d 
itability and increase its share int 
markets. "If an investor doesn’ 
funds, and I don’t provide fundi 
forces him to sell the same day. He take 
a hit and I take a hit on the brokerage 
adds K. Sridhar, vice-president, Karvy. 
an investor takes a delivery, he pays 
brokerage of 30 basis points but pays 
only 5 basis points if he squares off his 
position. Ifone adds the interest inco: 
for the same trade, Karvy will earn muc 
more. With this deal, it will have ownec 
funds worth Rs 130 crore and can "una 
margin book of Rs 300 crore. This: 
help Karvy attract more high networt 
individuals; it did not have the full pre od- 
uct range to service them. E 
Competitors like Indiabulls did two 
things smartly: it set up an Internet 
model, which self-selects customers, - 
and it got into margin funding very early, — 
which helps it attract active traders. = 
Karvyhasnowdevelopedanonlineplat- = 
form — it didn't create one earlieras it — — 
felt that it would have hurt its revenues — 
(online brokerages were much lower : 
than what brokers were charging offline; _ 
now the two are similar). As it scales: 3 
the branches can only handle limited 
customers and plans to transfer some of - 
its existing customers onthe Internet, — 
Karvy will also benefit from the con- 
solidation in the industry. The challenge 
would be to consolidate and integrate 
other players into it. But where will it get 
the money from? "We are here to back 
them, to make sure that they ipid 
winners," says PCG's Mehta. But Karv 
needs to work on its marketing, "It hasa | 
strong brand name and a big franchise - 
but needs to make customers under- 
stand Karvy as a broker, not just asa yé 
istrar,” adds Mehta. That will b 
short-term challenge for Parthasa 
and his team. 


























The author is director 
of PSi's strategic 
consulting and private 
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can be reached at 
psi@psi-world.com. 


Whenever 
there isa 
clear 
industry 
leader, the 
onus of 
changing 
the rules 
of the 
game 
often rests 
with that 
company 








Challenging the 





status quo 


NY system which has players, 
rules and rewards is a game. But 
business is an unusual game be- 
cause the players are in a position 
to change the rules even while 
they play it. The rules include not only govern- 
ment regulations, but also industry norms, 
contracts, customs and standards. Those who 
can modify the rules to their advantage often 
create far more value than they would by im- 
proving quality or efficiency. However, chang- 
ing the rules is easier said than done. 

In the Indian business environment, labour 
laws are among the most onerous, and have 
contributed to the low share of manufacturing 
in the economy. For example, the concept of 
contract labour is one of the last bastions of the 
licence raj. Temporary staffing companies, 
which provide temporary workers (temps) to 
corporate clients, have to get a licence for every 
client they sign up. Further, they have to get the 
licence amended whenever there is a change in 
staffing numbers. Our temporary staffing in- 
dustry is plagued by restrictions, bureaucracy, 
the excessive power of the labour authorities, 
and economic disincentives for employing 
temps. Not surprisingly, such case by case ap- 
proval only encourages corruption. 

In response to this unfriendly regulatory en- 
vironment, some companies are taking steps to 
change the rules. Consider the case of Team- 
Lease, a major Indian temporary staffing com- 
pany carrying out a broad-based campaign to 
influence regulation. More specifically, it is 
working on amending the Contract Labour Act 
to make it friendlier to the temporary staffing 
business. It is reaching out to regulators, econo- 
mists and unions to make the case for tempo- 
rary staffing as a bridge to full employment and 
as a tool to reduce unemployment. By chang- 
ing the rules, TeamLease could make life easier 
for larger temporary staffing companies, and 
reduce the advantage of smaller players who 
can fly under the regulatory radar. 

Changing the rules also includes changing 
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norms, not just regulations. For example, the 
introduction of frequent flier mileage pro- 
grammes in the airline industry changed the 
rules of the game without changing the laws of 
the land. In the case of temporary staffing, the 
rapid rise of temps suggests that it has become 
amore accepted form of employment — an ac- 
cepted norm. Greater transparency and regu- 
larisation ofthe industry may even reduce the 
corruption associated with obtaining govern- 
ment licences. Changing the ethical norms for 
business-government interface would be a 
boon to large firms who have the most to lose 
by getting entangled in corrupt practices. 

Itis bestto workthrough an industry associ- 
ation to spread the costs and risks associated 
with the change process. However, when there 
isa clear industry leader, the onus often rests on 
that company to represent the industry. While 
changingthe rules ofthe game to benefit every- 
one is a noble cause, a more profitable ap- 
proach is to focus on regulatory changes which 
give you an advantage over the competition. 
For example, if your company has higher qual- 
ity levels than the competition, it makes sense 
to support government standards that ban pro- 
ducts that do not meet your quality levels. This 
could eliminate a large number of competitors 
overnight, which mere improvements in qual- 
ity or efficiency could take years to achieve. 

There are many other cases of firms chang- 
ing the rules of the game to their advantage, 
such as lobbying to keep duties high or to keep 
out foreign competition. However, in almost 
every case, there will be opposition. For in- 
stance, while some companies want to raise 
duties for a particular product that competes 
with them, buyers would want to reduce duties. 
Similarly, while some companies and trade as- 
sociations have tried to keep foreign competi- 
tion out, in the past, other companies welcome 
the entry of foreign suppliers to improve the 
competitiveness of their local supply chain. 
Any change process will trigger a backlash from 
those with a vested interest in the status quo. W 
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ing embattled. A look at some ideas that _ 


might just save them. By Neelima Mahajan 


E N August last year, a group of marketing theorists gath- 
Pal ered at Bentley College in Massachusetts, US. Among 


| them were the grand viziers of marketing: Kellogg's 
| Philip Kotler, Emory University’s Jagdish Sheth and 
Wharton's Jerry Wind. The professors hadn't come to- 
gether for another routine seminar discussing the intri- 
cacies of marketing. They had come together to discuss 
the future of the discipline itself. Why was marketing in such 
trouble? And what could be done to fix it? 

In his luncheon speech, Kotler called for a greater atten- 
tion to ethics. This, he declared, would help restore public 
confidence in marketing. Wind presented a paper on chal- 
lenging the mental models of marketing. Sheth argued for an 
upgradation of marketing education and a certification pro- 
gramme for marketing practitioners. Rajendra Sisodia, pro- 
fessor of marketing at Bentley College and the symposium’'s 
sponsor, presented a study on the image of marketing done 
jointly with Sheth. That highlighted another area of concern 
— marketing's image has taken a beating, contributing to ris- 
ing consumer resistance and declining confidence within 
companies about their marketing departments. 

Some others were even more strident, arguing that the 
function needed to reinvent itself. This was the first time that 
so many had put forward so radical a set of suggestions. 

Ironically, though the past few years have seen some great 
marketing successes, the function itself is in trouble. Within 
organisations, the function no longer enjoys the same clout as 


| before. Outside them, competition has heightened, the media 


has fragmented, and retail has consolidated. At the same time, 
the consumer has become much more demanding. 

In November 2002, a Businessworld cover story titled “Why 
Is Marketing Not Working?’ reported on this rising disenchant- 
ment. Initially, academics were reluctant to accept that mar- 
keting needed a radical overhaul, not mere nips and tucks. 
However, that realisation has sunk in gradually. And between 
2002 and now, work on a resurrection has begun. 

These efforts have partly centred on helping marketing 
departments do their job better. Some academics feel it is time 
to junk Kotler’s four Ps — product, price, promotion and place. 
Its not builtaround the customer. Sisodia and Sheth have sug- 








THE SELLING CONCEPT THE MARKETING CONCEPT 


Shifted 
companies’ 
attention from 
the factory to 
customers and 
their needs 


Product 
standardisation 
followed by mass 
production, 
distribution and 
marketing 


Getting marketing 
to work again 


gested an alternative framework called the four As — accept- 
ability, affordability, accessibility and awareness. This, they 
say, is far more consumer-centric. 

With marketing and his old framework under fire, Kotler 
offers two propositions. His new framework, holistic market- 
ing, is an attempt to focus on the “whole consumption chain, 
the life-space of the customer, and the surrounding competi- 
tive environment" than just the product or service. Also, 
agreeing that the four Ps are the wrong starting point for mar- 
keters, he is now telling companies to first covert the four Ps 
into four Cs — customer value, customer costs, customer con- 
venience and customer communication. That is Kotler's pre- 
scription for making marketing more customer-centric. 

The thread of customer-centricity runs through the work 
of Venkat Ramaswamy and C.K. Prahalad — but with a slight 
twist. In The Future of Competition, the two professors at the 
University of Michigan's Ross School of Business argue that 
product and service differentiation are passé. Competitive ad- 
vantage lies in meaningful customer experiences. Then they 
go on to propose that companies shouldn't even try to guess 
what experience customers might find compelling. Instead, 
they should innovate a process that enables every customer to 
create the product or service experience he wants. 
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The media is fragmented, retail has 

. consolidated, competition has intensified and 
customers have become more demanding. 
Against this backdrop, marketing is struggling 
to deliver results. What’s the way.ahead? The 
opinion on that is divided. 


PHILIP KOTLER 


Says the future belongs to 
holistic marketing. He looks at 
the “whole consumption chain, 
the life-space of the customer, 
and the surrounding 
competitive environment” 


JAGDISH: SHETH 


Thinks marketing needs to 
rekindle its customer focus. Has 
deemed 4 As — acceptability, 
affordability, accessibility and 
awareness — to be more 
important than Kotler’s 4 Ps 


VENKAT RAMASWAMY 


Thinks product and service 
differentiation is passé. 
According to him, the secret to 
success lies in providing a great 
experience created jointly with 
the customer 


NIRMALYA KUMAR 


Says the second century of 
marketing evolution will 
belong to the large retailers. 
In the future, successful 
brands will have to reorient 
towards this new reality 
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As concepts go, co-creation has been around for a w hile. 
But by focusing on the consumer's experience, Prahalad and 
Ramaswamy have shown how to use it for achieving the at 
tractive proposition of mass personalisation. 

Not all are obsessed with grand frameworks alone. 5ome, 
like London Business School's Nirmalya Kumar, are more 
bothered about the immediacy of market realities. His major 
concern is the shifting balance of power — from brand owners 
to retailers. In another new approach, Harvard professor Ge! 
ald Zaltman is borrowing from neurology, sociology, cognitive 
science and psychology to understand how consumers con 
template needs and evaluate products. 

In their recent best-seller, Blue Ocean Strategy, INSEAD 
professors Renee Mauborgne and W. ( han Kim suggest that 
companies should focus on creating uncontested market 
spaces instead of competing in overcrt wded spaces. 

They are training their guns on another marketing staple: 
segmentation. According to them, by concentrating on the 
differences between different consumer groups, companies 
have over-segmented some markets. To succeed, they say, 
companies should focus on the commonalities, and not the 
differences, among consumer groups. By doing that they w ill 
be able to cater to a larger market. 

All these ideas represent one cluster of approaches. 

Sheth, the originator ofthe four-A framework, has another, 
more daring proposition. Do away with the traditional defini- 
tion of the marketing department, he counsels. Expand its 
role. So far, companies’ marketing departments have foc used 
on just one stakeholder — the consumer. According to Sheth, 
they should address the needs of not one, but seven, stake 





holders. They comprise the three primary stakeholders of cus- 
tomers, employees and investors, and four others: the com- 
munity within which the company exists, suppliers, the 
media, and government. 

Surely, a churn is underway. Much of marketing theory 
was dominated by Kotler till now. Its future is now up foi grabs. 
In the pages that follow, we present some of the paradigms 
that are vying for the top slot. 

















i AUGUST 2005 








That is the unsurprising conclusion 
that Jagdish Sheth has reached. 
What is surprising is the radical new 
role he is outlining for the function. 
In conversation with Indrajit Gupta 
and Neelima Mahajan 


Jagdish Sheth, the Charles H. Kellstadt professor of marketing at 
Emory University’s Goizueta School of Business, is bursting 
with ideas on how to fix marketi ng. Working with fellow acade- 


mic Rajendra S. Sisodia, trustee professor of marketing at Bent- | 


ley College, Sheth, has created a new framework that, he be- 


lieves, should replace the venerable four Ps. His forthcoming | 


book, The Four As of Marketing, expected to be out next year, 


keting 


everything under the troubled mar- 
keting firmament — from the need to 
make marketing a staff function, his 
new framework, the need for broad- 
ening marketings ambit, and the 
failure of marketers at internal mar- 
keting to accounts of companies try- 
ing to change how they market. 
Excerpts. 


w Practising managers are searching 
for a new framework that will be in 
tune with the complexities of the 
marketplace and the need for strong 
value creation. What do you see as 
the key drivers of this new 
framework? And why would it make 
sense in today’s context and be 
appropriate for tapping tomorrow’s 
opportunities? 

In advanced countries, the real chal- 
lenge is lack of growth. As companies 
move away from diversified portfo- 
lio businesses to refocus on core 
businesses, they need aggressive as- 
pirational growth. The challenge for 
marketing is to create that. Unfortu- 
nately, in these countries, growth is 
not going to happen due to the age- 
ing population. So that is one chal- 
lenge: what paradigm of growth will 
be different from the traditional way 
of growing? In emerging nations, the challenge is also to con- 


, Vert non-users into users. We lack the skill-sets for that too. 


Now, there are 3-4 issues here. One, in India, marketing is 
primarily seen as advertising, promotion and branding. Mar- 
keting has to redefine itself, as it is much more than that. Two, it 
has to come much closer to the CEO. To be really effective, mar- 
keting should be reorganised from a line function to a staff 
function. In most firms, the most powerful person after the 


| CEO is the CFO (chief financial officer), not the COO (chief Op- 


erating officer) or president. Similarly, the CIO (chief informa- 
tion officer) reports directly to the CEO, And so do the general 
counsel and the HR head. Marketing has to be organised ac- 
cordingly — as a corporate staff support function. 

In other words, just as companies have a CIO or a CFO, 
they should also have a chief marketing officer (CMO). Now, 
he should not have the traditional lines of responsibility at all, 


will talk about just that. In a freewheeling chat, Sheth discussed | but be like finance and IT — in every function and business 
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unit division. | think that is the best way to get marketing to | 


adopt a long-term perspective. One company that has already 
done this is Alcoa. 

And then, marketing needs to add new roles. For long, it 
has been separated from public and community relations. A 
CMO (in a corporate support staff function) will have to be re- 
sponsible for public relations, investor relations, and so on. 
x His role must be one of business development; he should 
-* know how to do mergers and acquisitions; he will have to also 
bethe chief customer officer (CCO) and customer advocate to 
the CEO and the board. 

The last liberation of marketing is that it has unfortunately 
limited itself to only just one stakeholder — the customer. But 
you cannot do effective external marketing unless you have 
strong internal marketing — you have to ensure everybody is 
co-ordinated and integrated. There is alignment and then, 
there is engagement. So far, marketing has not thought about 
what to do internally first. 

I have formed a seven-stakeholder model — the three pri- 
mary stakeholders are customers, employees and investors. 
s Then, there are four outside stakeholders who impact this 

; three-stakeholder relationship. The first is the community, 





A pany exists. Two, suppliers who are key partners now. The 
third is media relationships. The last stakeholder is the gov- 


ernment itself. How companies manage, influence and shape | 


expectations of the government in a right way is extremely 
critical in a geo- politically dynamic globalising world. And so, 
the seven stakeholders model broadens marketing enor- 
mously in terms of its relevance and use in the organisation. 


8 Do you believe that it's time now to junk the four P 
orientation that we have grown up with? 

Rajendra Sisodia and I are publishing a book called the Four As 
_ of Marketing. While the four Ps have been a very valuable 
-framework for resource allocation, we have never used them 
to allocate resources for a purpose. If marketing is all about 





more: local than global increasingly, within which the com- | 


i 
i 


| marketing managers. There is a wide difference here. Mar 
_ CEOs say marketing is all about merchandising, advertising — 


| asset and its valuation came from investment bankers. Mar- 





customer orientation, then what is it that the customer val-. 
ues? The four As is a value framework. It says that customers. 
are looking for acceptability value, affordability value, access 
bility value and awareness value. All four have to be delivered. 

in a synergistic way. You cannot make a trade-off by buildin 

an acceptable product that is not affordable; or a product that 

is affordable but of cheap quality; or a product that is afford- 
able and acceptable but cannot be accessed through appro- 
priate distribution channels. 








are common to some local and global organisations à that have 

been able to transform themselves? 

I believe marketing leadership has failed the discipline and 
the practice. In one of our articles, Raj Sisodia and | wrote that. = 
there is not one idea created by a marketing manager or the DE 
chief marketing officer that the CEO or the board got excited —— 
about. If you look at all the major transformational ideas of i 
quality movement that began in the 1980s, including Six. AB 
Sigma, and if you look at the whole customer centricitycon- = 
cept, it has come from other functionalareas like manufactur- = 
ing. It did not come from marketing at all. Ud 








& What is the root cause of all this? 

Marketing has done a poor job of internal marketing. We did a 
study called the ‘Image of Marketing to look at the gap of mar- 
keting perception between marketing managers and non- 
ing has an exaggerated view of how good it is. In fact, most E 








and branding. But even the concept of brand as an intangible 











keting professionals did not bring this idea. The second major 
problem of marketing as a practice and a discipline is that 
companies outsource it so much. People don't do their own 
advertisements; they rely on ad agencies. People don't market 
research themselves too. We also outsource the selling func- 
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tion through call centres and telemarketing. 


8 Does that disturb you? 

Marketing doesn't have many internal functions, people and 
responsibilities. Therefore, if you look at the number of people 
employed in a company’s marketing and sales division, the or- 
ganisation is small compared to, say, manufacturing. When 
you outsource so much, you dont have as much clout yourself 
and that is a problem. 

The other problem is that marketing needs to integrate 
pre-selling (which is all about marketing), selling and post- 
selling (customer support). Marketing has a disconnect with 
the sales people, and the sales people have a disconnect with 
the customer support people. Today, the biggest fights are be- 
tween marketing, sales and customer support, not between 
marketing and engineering or sales and engineering. 

Just like the Indian caste system, marketing occupies the 
status of the brahmins. It is filled with MBAs, who are out in the 
field for a few months but eventually head back to the corpo- 
rate comfort. And they sort of thumb-down on the hardwork- 
ing sales people in the field. There is no need for a formal edu- 
cation for sales people. They have the MBA school of hard 
knocks. To me, sales people are like the traders in the caste sys- 
tem and customer support is like the untouchables. This is the 
whole problem — customer touch points are so critical and 
yet we under-invest in those customer support functions. 


w You said almost 85 per cent of the world’s population has 
never experienced the real benefits of technology? What role 
will technology play in this new world of marketing? 

I believe that the best way to talk about the failure of marketing 
is here — we have not been able to excite the internal manage- 
ment and say: Look at the huge opportunity out there. Mar- 
keting has not focused on the non-buying, non-consumption 
of people as a great opportunity. We fight market share battles 
in a tiny sliver of the overall market. 
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C.K. Prahalad is right when he says that marketing has 
failed them. How much technology have we created since the 
industrial revolution and how little of that has the world actu- 
ally experienced? It has nothing to do with just affordability, 
but also with acceptability. Can we design products that can 
be used by literates and illiterates? Can we design products 
that are distributable and affordable? 





a To deal with this whole tyranny of quarterly results, idu 
believe it makes sense to evolve a newer set of performance 
metrics = can perhaps insulate marketers from short- term 
term health? 

Absolutely. If marketing becomes a staff function, it can do ex- 
actly that. A CIO gets both a capex budget and an operating. 
budget. Even the CFO gets both the budgets. If marketing be- 
comes a staff function, it will demand more capex and that will 
be listed on the balance sheet, not as quarter-by-quarter ex- 
pense. Today, marketing is treated as an expense and not a rev- 
enue-generating investment. Two, it is treated as an income - 
statement problem. But it also has to have a balance sheet 
presence. Can | monetise my marketing dollars like | do with 
my factories and IT infrastructure? One thing we take into ace 
count is the value of the brand because that supposedly con-. 
verts all the marketing dollars spent into an asset. The other is 
customer equity. If you have a group of customers, take the 
economic value of those customers, or the lifetime value ¢ 
those customers. Till we do that, marketing will always be dr 
ven quarter by quarter. 

























What about organisations that have been able to transforn 
any organisations that you think have made this transition? 
There are several different experiments going on. The first is to 
empower sales people, and everybody must work to support 
them. That is what CEO Samuel J. Palmisano has done at IBM. 
He has turned the organisation into a sales-driven machine. 
At one time, those people were not empowered; they were 
pretty much told what to sell. Now they have been trained to- 
become the voice of the customer. 

Thesecond company is HSBC under Stephen Green. They 
have decided that bankers cannot have bankers' hours and 
bankers’ attitudes, which is ‘you come to me only when Lam 
open’ So how do you make a service culture into a sales cul- 
ture — and that's a fundamental change because most service 
people dont like to sell. How do you motivate them and bring 
about a transformation in a world-class service organisation? 
HSBC has more than 100 million customers worldwide and 
probably has more than 300 million encounters a month with 
these people through three touch points — call centres, 
branches, or their website. They have understood the power of 
the touchpoint and how to leverage that into a sales machine. — 

And then, companies like UPS and Federal Express are do- 
ing tremendous amount of work in data mining and customer 
relationship management (CRM). Companies like Wal-Mart 
use scanner technology as a gathering point and then do 
enormous amounts of data analytics. They build mathemati- 
cal models around the data and then come back with pe 
tive expectations about the customer. 8 
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|! ARKETING needs a new framework that begins and ends with 
the customer. Marketing tools by themselves do not achieve 
marketing objectives. There is an intermediate step between the 
deployment of marketing tools and the achievement of market- 
| ing objectives. That crucial intermediate step is represented by 
the four As’ of marketing. 

Based on our research, customers are booking for four things: acceptabil- 
ity, affordability, accessibility and awareness. What we have discovered is 
that, unless forced by extreme necessity, customers don't want to make 
trade-offs. The degree of success depends on how close to 100 per cent a 
company is able to achieve on each of the As. 

Asimple formula is used to evaluate the overall marketing program. We 
refer to this composite measure as 'market value coverage,’ ‘which directly - 
correlates to marketplace success: market value coverage = acceptability x 
affordability x accessibility x awareness... 

To succeed, a company has to do well on all four dimensions. The most 
successful marketing programs achieve close to 100 per cent on each dimen- 
sion. Mediocre marketing programs tend to achieve high levels (i.e., close to 
100 per cent) on two or three of the dimensions, but suffer a bottleneck in 
one ortwo. | E E | 

It is important to understand that the four As are not a mere semantic 
variation on the four Ps, even though each terms appear to correspond 
closely with one ofthe Ps. For example, there are many ways to create ac- 
ceptability, beyond designing a superior product that meets customer 
needs. Branding is also clearly an important part of acceptability. For exam- 
ple, changing the name of'prunes to 'dried plums' raised the product's ac- 
ceptability. Likewise, factors such as packaging, product ingredients and the 
image of channel partners all impact acceptability. For example, many man- vit 
ufacturers would love to have their products carried by Nordstrom, justasin - 
the past, companies vied to have their products sold at Sears, whose "Satis- 
faction Guaranteed" promise was a powerful draw. Being in the right stores is 
akin to a Good Housekeeping seal, offering; not just ‘source credibility’ but 
tacit approval as well... 

The advantage of the four As over the four Psi is somewhat analogous to 
the advantage of benefit segmentation over demographic or psychographic 
approaches. Benefit segmentation, which considers what benefits cus- 
tomers are looking for rather than who they: rare... [is seen as] a better way to 
segment than most alternatives. Likewise, the four As focus on what has to 
happen at the customer end for marketing’ to succeed, rather than simp y 
identify the levers at marketing's disposal. The four Ps have focu- ee 
sed strictly on the ‘means,’ while the four As bringit in athe: ends! 











From The 4 As: Onerationalteing Customer-Cen 
Marketing, by Jagdish N. Sheth and ae S. Sisodia A 
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An inability to 
‘market ourselves 


Market strategy 
consultant, teacher and 
erstwhile market 
researcher Rama 
Bijapurkar has been 
pushing for an enlarged 
business role for 
marketing departments 
for quite some time 
now. In this column, she 
puts forward her 
arguments 





Y favourite answer for what ails marketing comes from The 
McKinsey Quarterly — it's going through a mid-life crisis. Today, 
while every other function — finance, IT — is more relevant to 
the new way of doing business, marketing is filled with angst, 
waiting for a seat at the head table where it used to sit many 
years ago! Having struggled to take marketing from the backroom to the 
boardroom as a board member, consultant and teacher, heres my take. 

"Marketing is not addressing the issues of growth and market expansion." 
True. Growing markets and converting non-users call for new product- 
price-performance combinations, and the slaughter of holy cows like gross 
margin norms. Marketing hasn't been able to meaningfully engage top 
management on these issues. Instead, it agrees to unrealistic targets, hoping 
that a combination of voodoo and celebrity advertising will somehow make 
up for affordability and acceptability problems. 

This is even more pronounced in the Indian subsidiaries of Western 
multinational corporations (MNCs) where it is deemed unthinkable and 
unpatriotic to even question the acceptability and affordability of the 
offering chosen for the Indian market by the czars in the global HQ. C.K. 
Prahalad described this phenomenon very well in “The End of Corporate 
Imperialism,’ a delightful article he wrote for the Harvard Business Review. 
Take Coke in India. It has written off hundreds of millions of dollars to 
generate an equivalent topline. Or, take Johnson & Johnson, India. In a 
country with most of the world's babies and diabetics, J&J has a baby 
products turnover just over a couple of hundred crores, and a miniscule 
glucose monitoring revenue! The list of such examples is endless. But have I 
seen marketing departments with the gumption, or the clout, or the 
marketing skill to sell an idea upwards? Honestly, hardly any. 

"Marketing is not addressing the other important stakeholders that need to 
be marketed to, employees, investors, suppliers and the community." True. I 
once worked on an assignment called "The war for talent' with a very 
marketing-savvy MNC. And even as the HR folks struggled to define and 
build an attractive yet credible employer brand in a competitive job market, 
the obvious solution of inviting the marketing folks didnt occur to anyone. As 
Jagdish Sheth says, this is poor internal marketing by marketing. Or, perhaps, 
it would be fairer to say that CEOs have not recognised that marketing is a 
core capability, and should be leveraged in every part of the business. 

"There are serious disconnects between sales, marketing and customer 
support." Very true. At one of the auto companies I consult with, a new 
brand had been successfully launched. The company had done everything 
by the book — except getting its marketing, customer support and sales to 
talk with each other! So, the brand track showed a gradual decrease on the 
‘mileage’ perception, but it was not serious enough to indicate product 
problems, and was attributed to mileage claims by new competitors. The 
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sales people saw a rise in queries about mileage and a 
drop in traffic to showrooms. But they attributed that to 
the waiting period and launches by the competition. As 
-for the customer support and service folks, they knew 


A. &boutthe product problem which was creating all this, 


` but focused on the speed and quality of defect correction, 
noton the impact on the brand perception. Only when all 
these came together, serendipitously, did the seriousness 
of the problem emerge. 

Sheth says marketing in India is seen narrowly as 
advertising, promotion and branding. Far more 
distressing i is the recent trend to further divide marketing 

| *t innovation or brand design’ and ‘market 
hich is about persuading people to buy. But 
wo linked? They ought to be! I often urge CEOs 
~ not to approve brand-building budgets if they are told 
thata huge sales promotion and market activation 


be budget is needed to get sales. It begs the question: what is 


the brand-building budget supposed to deliver? 

But, I think, the biggest, most stunning disconnect 
exists between the brand and the business. The brand is 
seen as a kind of art form with the logo and a colour 
scheme attracting top-management time and board - 
discussion, but with no connection to how the business 
runs. I have not heard marketing directors, as custodians 
ofthe brand, encouraging or leading HR initiatives 
(especially in service businesses) to have people live the 
brand everyday, during their interactions with customers. 
his list of disconnects can go on. But what is the 

solution? Sheth mentions solutions that revolve around 
‘bottom up, 'outside-in, ‘individual customer data and 
aggregated patterns, 'CRM-type micro-modelling and so 
on. L agree totally with that. But, typically, the distilled 
wisdom residing here never reaches the top management 
or even the strategy meetings. That is because there is no 
CCO (Chief Customer Officer) as Sheth suggests. And 
why not? Because, as he says, marketing has not been 
integrated with other business disciplines. Yet, consider 
thisi irony: a lot of modern business strategy literature 
als with customer variables. In fact, everyone agrees 
GE thi strategy has to find ways and means of" [creating] 
| or the company by creating value for customers 
t nat enables profit" Kenichi Ohmae discusses 
this brilliantly i in his article 'Getting back to strategy. 

In 1983 (yes, as far back as that), the Journal of 
Marketing brought out a special i issue on marketing 
strategy. An article in it by Yoram Wind was, and 
continues to be, the pivot around which I define my 
board role and my consulting practice. He wrote: 
"Marketing management, which dominates the 
discipline at present, is most fundamentally concerned 
with the design of the marketing program or mix. [It] has 
not focused on the mission of the firm nor on how to gain 
competitive or consumer advantage, although such 






issues may be implicit in the marketing management 
perspective... as such, it has a high degree of SEDE with. | 
business strategy and can be viewed as an integral part of 
and perspective for business strategy... marketing i is 
uniquely able to assess consumer needs and the firm's 
potentíal for gaining competitive advantage, w uch 
ultimately must guide the corporate mission.” 

The ‘marketing strategy’ discipline later defined two 
functions of marketing — input and output — a- 
construct that has a huge amount of traction within. 
organisations, in terms of enlarging marketing’s r 
more useful one. : 

The output function is well known. It is the trad 
marketing management role, The input function, or 
lack of it, is what Sheth and others bemoan. Here, 
marketing looks at the world outside through a customer 
lens and provides inputs on “where and how to comp 
And it helps shape business direction to achieve Dust oS 
goals. David Aaker describes this analytic process well. 
This is the strategic marketing or marketing strategy —— ^ 
function that a CCO should lead, that a board or ie : 
strategy creating body should: engage with. i 
Unfortunately, very few companies have this function set 
Marketing departments rarely get called in to pr 
input function, hence have not had n 
develop the appropriate toolkits, min 

I searched for this role for about lOyears.Asan — 
employee of a market research firm, I did not find it, as 
we were squarely in marketing management territory. 1 
did not find it as an employee of a Big 5 consulting firm 
either. While we paid alot of lip service to strategic 
marketing, given the cost of the consulting teams time 
and the time needed to get customer inputs relevant to 
business strategy, the business of marketing discipline- 
driven or customer-based business strategy was too .— . =o 
expensive for our clients. I eventually decided to set up DUAE 
my own consulting practice to drive this. bis. ^7 
through boards I serve on and teach it asa coursecalled — 
"customer-based business strategy" at HM Abry edabad. 
But I have had to carefully position this as a ‘strategy 
minus’ course, rather than as a ‘marketing plus’ course! 

That confusion reigns supreme in this area of "input 
function of marketing" is borne out by the fact that I 
change the nomenclature of my business often. I started 
as a marketing strategy consultant; went on to describe 
myself as a strategic marketing consultant; and then a 
‘market strategy’ consultant; and am now experimenting 
with the idea of calling myself a *business-market | 
strategy" consultant! Prof Sheth is right. We marketing | 
folk do not know how to market ourselves! 








































Rama Bijapurkar isa market strategy consultant, ¢ an o 
independent director of some of Indias leading E 
companies, and a visiting professor at HM Ahmedabad. — 
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instead, says Philip Kotler in an 
interview with Indrajit Gupta and 
Neelima Mahajan, they should look 

_at the entire ownership experience 









menting it properly. Here, Kotler sticks to his guns. 







Marketing has taken a lot of flak from several quarters. 
Some say marketing teams operate with a short-term 

| ation. Others feel the function bears no accountability for 
s. How much of this criticism is valid? 





_IN the world of marketing, there is perhaps no stronger brand 
- name than Philip Kotler. It is he who created what is now some- 

what dispatagingly described as ‘traditional marketing: As his | 
famous four-P framework has come under fire, the professor of — 
international marketing at Kellogg School of Management has 
gone on the offensive. In his recent books, like Marketing 
Insights From A to Z and Ten Deadly Marketing Sins, he has as- 
serted that the framework is robust enough to absorb all the 
changes in the marketplace, and that companies are not imple- 


Marketing is at a crossroads. Traditional marketing doesn 
work. It is too short-term, and seen more as a cost than a 
vestment. It uses fewer tools than are now available. I rel 
spending a lot of money on advertising. But TV adverti 
growing less effective in several countries. Peopies tinm 
scarce and they are occupied in many other ways than watt 
ing commercials. In fact, they have the capability of bypassii 
commercials. We need to forge a new marketing. 

Marketers have not found easy ways to account for returns 
on investment (Rols) of their campaigns. They think ‘creativ- 
ity’ is enough. Senior management is no longer tolerating this. 












Senior management is highly financially-minded and wants 
marketers to account for Rols. 





and mania Now many miles feel the modit i is mutt noded 
What do you feel about it? 

I don't agree. The four Ps are a useful framework for focusing 
on the elements of a company’s offering. But it's a mistake to 
start with the four Ps. The starting point is segmentation, tar- 


BUSINESSWORLD 53 | AUGUST 2005 































onvert them first into four Cs: customer value, customer | 
sts, customer convenience and customer communication. 
is makes the customer the centre of the four Ps. 

Various people have added more Ps, I have no objection. 
iong them are people, packaging, process and public rela- 
ons. If it’s useful for a company to highlight an additional di- 
tension, that’s fine. And it doesn't have to begin witha P 

+ Furthermore, I would welcome critics of the four Ps to 
ropose an alternative framework. I will accept it readily if 
provides more customer insight and carries more strategic 
implications. 





Ñt your session in Mumbai last year, you spoke about 
holistic marketing. How is that different and how does it 
reshape our understanding of what marketing now needs to 


| pastels focus too much on the product or service offering, 
ther than on the whole consumption chain, the life-s pace of 
ie customer, and the surrounding competitive environment. 

l rexample, the Lexus division of Toyota operates holistically 
| by designing the customer experience in the dealer show- 
B room, the customer experience in the car, and the customer 
| experience when he or she brings the car in for service. This 

goes far beyond selling a car. 

| (In his book, Marketing Moves — A New Approach to Prof- 
its, Growth and Renewal, Kotler says that to explore, create, 
_ and deliver individual customer value in a dynamic and com- 
| petitive environment, marketers need to invest in the com- 
-pany's relations with all stakeholders — consumers, collabo- 
RM. rators, employees, and communities. Companies therefore go 
_ beyond customer relationship management towards whole 
. relationship management. "These companies, termed holistic 
marketers, succeed by managing a superior value chain that 
| delivers a high level of product quality, service and speed. 

my They achieve profitable growth by expanding customer share, 
EX building loyalty, and capturing customer lifetime value.) 







iig Stage that are tuy ferrite, What 










ry market will attract one or more pr ice cutter who will 
aw | business away. from the higher-price firms. But price 
ers need to offer more than low price. Wal- Mart also offers 

oduct variety and is adding new categories of products 
ices. Sec southwest Airlines offers a comfortable flight on 


j icu fir rms ; should not try to win on price but by 
eti ngother segment needs. Ted Levitt said: "You can differ- 

te anvti ling.” And lagree. We have seen chicken differen- 
ted by F rank k Perd ue eand coffee differentiated by Starbucks. 











| techniques marketers need to look at? 

| Marketers have to reduce their addiction to heavy TV advertis- 
ing for brand building. They hold on to it because it's a lazy way 
to do marketing: the marketer hires an ad agency to do the 
work and the end product is a TV commercial. 

Marketers now must use a large assortment of 'guerrilla' 
marketing tactics to get their name and message to the target 
market. Companies are adding product placement, radio in- 
terviews, sponsorship of events, street tactics, online market- 
ing, reaching the influentials, and other communication 
strategies to the promotion mix. Some famous products did 
little or no advertising to get noticed: Starbucks, The Body 
Shop, Viagra, Amazon, Yahoo!, eBay, Palm, PlayStation, Harry 


, Potter, Red Bull, Intel and Blackberry. 


What would you define as a strong brand in today's 

rketplace? Can you pick out a few that you believe 
stand out? What are their characteristics and what do they do 
right? What can we learn from the way they are managed? 
The strongest ones are cult brands, whose customers are fans, 
not just consumers, Think of Harley Davidson motorcycles, 
Manchester United and Starbucks. 

Another category of strong brands is made up of those 
where customers have settled into a habit of ordering: Coca- 
Cola, McDonald's and Intel, among others. These are able to 
charge more and command a major share of the market. 
There is no one strategy that accounts for all strong brands. 
But in each case there was a vision of creating a brand that met 
a strong need that others did not address. 





These days, you place a lot of emphasis on the role of 
technology in marketing. But, so far, customer relationship 
management (CRM) has not had enough impact. What's going 
wrong? Are marketers rushing in to build customer 
relationships — when they don't really want to enter into 
relationships? 

CRM got a bad rap mainly because firms like Siebel and Ora- 
cle sold it as a technology without paying sufficient attention 
to whether a company's culture was ready to use it. These 


| suppliers should have helped their customers first become 


' tomakethe probability of success less than 100 per cent. 


customer-centric... . CRM is not for every firm and some 
firms don't realise it. But it gives a competitive edge to firms 
that want to understand their customers as individuals and 
want to 'customerise' their messages, offerings, and even 
purchase terms. 





Everybody loves innovation. It is said to be marketing's key 
competitive weapon. Yet, very few companies have a good 
process for ensuring that huge investments in innovation deliver 
results. How can firms improve their strike rates on innovation? 
3M, Sony and others have spelt out a flow of sequential 
processes to improve the chances of launching successful 
products. We set up stage-gates through which a new idea 
must pass and we know when to kill a project that won't suc- 
ceed, In my Marketing Management book, I have spelt out 
eight stages and processes that must be in place to deliver suc- 
cessful new products. But even then, the lack of perfect infor- 
mation and the occurrence of fortuitous events always intrude 
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HEholistic marketing framework enables management to answer 
the following questions. How can a company identify new value op- 
portunities? How can a company efficiently create more promising 
new value offerings? How can a company use its capabilities and in- 
frastructure to deliver the new value offerings efficiently? — 

Because markets are dynamic and competitive, management nee edsa —— 
well-defined strategy for value exploration. Developing sucha strategy re ; 
quires understanding the connections and interactions among th ee 
spaces: the customer's cognitive space, the company's co mpe tency space 
and the collaborator's resource spaces. To exploit a value opportunity, the 
company needs value creation skills. Marketers need to identify ne new cus- 
tomer benefits from the customer's cognitive space, utilise core competen- 
cies from its business domain, and select and manage business p irtners 
from its collaborative network. 

To be able to deliver value requires substantial investment in infrastruc- 
ture and capabilities. The company must become proficient. at customer re 




















lationship management, internal resource management, and business p EC 


nership management. Customer relationship management allows the 
company to discover who its customers are, how they behave, a ndw 
need or want It also enables it to iaa qn — To ia Di 





business partnership management allows [it] to handle pone relation- ly 
ships with its trading partners to source, process and deliver products... 


Crafting The Competitive Platforms 

The nine building blocks in the holistic marketing framework constitute a 
strategic foundation for crafting four key competitive platforms for estab- 
lishing corporate and business strategies. 

1. Market offerings platform: The first set of basic building blocks — cogni- 
tive space, competency space, customer benefits and business domain — 
gives management strategic insight for developing market offerir gs. 

2. Business architecture platform: The next set of basic building: blocks- — 
competency space, resource space, business domain and business partners 
— guides management in reconfiguring the business architecture, whichis 
made up of several value chains. 

3. Marketing activities platform: The next set of basic building blocks — 
customer benefits, business domain, customer relationship management 
and internal resource management — helps management formulate its 
marketing activities to support the market offerings. 

4, Operational system platform: The final set of basic building blocks — 
business domain, business partners, internal resource management and 
business partnership management — provides strategic insight for 
designing the operational system. 
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Dont overdo 
customer experience’ 


Businessworld invited 
Anand Halve, an 
advertising industry 
veteran with 28 years’ 
experience and the 
co-founder of 
chiorophyll, a brand and 
advertising consultancy, 
to evaluate what the 
'father of traditional 
marketing' had to say 


Anand 

Halve 
Philip 

Kotler 





HEMANT MISHRA 


m On why traditional marketing doesn’t work 

Professor Kotler says traditional marketing is too short-term, relies too much on 
TV advertising, and that senior management wants marketers to account for 
returns on investments (Rols). This approach sees marketing field commanders 
conducting campaigns at the frontlines, dissociated from the generals at 
headquarters who are unhappy with the way the battle is progressing — as if they 
have no part in the action. 

In the Indian context, when you think of the great marketing successes of the 
past, it is not ‘new marketing’ but ‘marketing thinking built into corporate 
management thinking’ that produced the winners. The decision by Mahindra & 
Mahindra to invest in the Scorpio, the call by Tata Motors to invest in the Indica, 
the decision by Karsanbhai Patel to bet on a low-cost washing powder, the 
decision by Titan to back quartz technology and branded gold jewellery, to name 
just a few. Marketing, as classically defined, was only the last step in all these 
campaigns. 


= On product focus 
Professor Kotler says marketers focus too much on the product or service 
offering and need to enhance the customer experience. Undoubtedly, the 
consumer experience goes beyond the product in categories such as luxury cars. 
However, in India, the ‘product is not everything’ notion gets twisted all too 
often to mean ‘the product is not important’. And we end up finding that there is 
too little focus on the product or service. Think of all the categories in the Indian 
marketplace where it is so hard to find products with a decent quality: table fans, 
domestic irons, scissors (except Fiskars), plastic buckets — the list goes on. 
I think many Indian customers would be quite happy to forgo a meaningful, 
holistic experience with a scouring pad if it could do a great job of removing 
grease from a pan without falling apart in a day. 
Let's not forget that the Lexus is a pretty good product to begin with. 


E On lazy marketing and TV advertising 
This is the perhaps the most criticised area of traditional marketing. But note that 
the names used by professor Kotler to illustrate the end of TV advertising — 
Amazon, The Body Shop, Starbucks, etc. — don't include brands of toilet soaps, 
shampoos or detergents. 

The fact is that the 100 biggest advertising spenders in the US in 2004 spent 22 
per cent of their spends on TV, 21 per cent on press, and 2.8 per cent on the 
Internet. For personal care products, the TV spend was 61 per cent and 1 per cent 
on the Internet, and for household supplies and cleaners it was 80 per cent on TV 
and 0.3 per cent on the Internet. 

The real problem is that the metrics for evaluating the return on marketing 
expenses are inadequate. In the days when surrogates for genuine Rol, such as 
‘cost of reach’ and ‘average opportunity to see’ looked good, TV was the obvious 
choice. When these measures become less attractive (due to, say, fragmentation) 
and the surrogates themselves become questionable, TV doesn't look so good 
any more. Unfortunately, the ways to measure the Rol of sponsorships, street 
activities, product placements, etc., are not particularly better either. The result: 
the 'accountability' of marketing spends remains the Holy Grail. 
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And that too if you can manage to 
co-create these experiences with 
your customers, says Venkat 
Ramaswamy in a conversation with 
Indrajit Gupta and Neelima Mahajan 





According to the professor of marketing at the Stephen M. Ross 
School of Business, University of Michigan, product- and 
service-led differentiation are passé. Both of these are easy to 
imitate, and thus cannot be a source of value. Instead, he 
believes, companies will have to differentiate on the basis 
of the customer experiences they provide. In an interview to 
Businessworld, he discusses how companies can win the expe- 
rience game by co-creating the experiences with consumers. 
But how easy is it for companies to make that transition? 
And how can one really involve customers in the value creation 
process? Read on. 


m How will the concept of co-creation change the traditional 
firm-centric view of strategy? 
The firm-centric view is rooted in the belief that firms create 
value over and above the inputs, that they add further value th- 
rough processes and people, and then deliver that to custo- 
mers. In this view, the customer is outside the value chain, and 
is assumed to be passive — relegated to the role of a&consumer. 
That view is not yielding results like before. For one, the 
customer is far better informed, connected and empowered 


than before. Competition has also 
become more global, more in- 
tense. There is technology and in- 
dustry convergence. There are 
new competitors in categories 
where they would not have other- 
wise been. Like Apple or Starbucks 
in music. In a boundary-less space 
with so much competition, what 
does differentiation mean? New 
features and options are not 
enough. These can be imitated. 
Due to the fragmentation in the 
value chain, all companies have 
access to global manufacturing 
capacity. All this begs a funda- 
mental question: going forward, 
where will 'value' come from and 
how can companies create com- 
petitive advantage? 

The answer lies in customer experience. So far, customer 
experience was the last thing companies worried about. But 
as the individual, and not the firm, becomes the centre of 
gravity in the process of value creation, the firm’s role will 
change. It will have to start with experience as the basis of 
value, and help individuals construct an experience that is 
of value to them, instead ofthe classic approach of developing 
products and services. 

Take Apple. The success of its iPod lies in the fact that Apple 


BUSINESSWORLD 58 1 AUGUST 2005 



























understood and focused on the ‘user experience’. Working 
‘backwards’ from there, the company designed the interface 
— right down to the scroll wheel — to create a compelling ex- 
perience environment of accessing and listening to music. 
Besides the physically ‘cool’ design, this meant paying a lot of 
attention to the underlying software that lets individuals scroll 
through their library quickly, construct playlists on the go, or 
simply play user-defined playlists. 

Then, through iTunes, customers have downloaded over 


INTERVIEW 


400 million songs, after listening to samples of the 
songs. They can escape the tyranny of the CD. 

Moreover, at the Apple stores, individuals can 
download songs through iTunes, and get answers to 
questions such as “how do I get music into my 
iPod?” The Apple store is a learning environment, 
besides serving as a sales environment. They have 
what they call a ‘genius bar’, a desk where knowl- 
edgeable Apple employees encourage customers to 
ask questions and experience products and services 
with their help. Consumers from Apple user groups 
also support the learning experience at the store. 

Similarly, other companies must move beyond 
products and services to ‘experience environ- 
ments’ that focus on the interactions between cus- 
tomers and their products, employees and 
processes. The companies that build a capability to 
continuously engage customers through these ex- 
perience environments and co-create experiences 
of value with customers will be successful. 


g Cieariy, the power of the consumer is growing. 
But what is widening this gap between what 
companies think consumers want, and what 
consumers really want? 

The democratisation of business is underway. 
Companies in the industrial era were organised 
around their activity chain — how they created 
value. But once the consumer starts thinking about 
the experience she wants — the channel she wants, 
the product she wants — companies will have to 
shift from their view of value to the individual's view 
of value. Today, this disconnect is very deep. It man- 
ifests itself at every point of interaction. The classic 
example is how products are categorised when you 
walk into a store — by product categories and not 
by how consumers use them. 

The drivers of change we spoke about earlier are 
exposing that disconnect. ‘Company think’ results 
in a lot of products that look alike and give a similar 
experience. A lot of products are ‘feature rich’ and 
‘experience poor. Companies think that by giving 
more features and options, they create more value. 
They haven't understood that experience is the real 
basis for value. And that the customer's view of a 
customer experience can be different from the 
company’s view of the same customer experience. 
Today, most employees are trained to deliver busi- 
ness processes in a predictable manner to the cus- 
tomer. Take hotels. They push the whole business 
process and customer service out to the customer without the 
contextual knowledge of what is of value to him or her. 

But now, customers are taking control away from compa- 
nies. They want to play a more active role than just consume. 
Companies have to start with the concept that customer ex- 
perience is the source of value, and then work backwards and 
identify the various processes — operations, IT, marketing, 
HR, infrastructure — and build capabilities for engaging cus- 
tomers. The ones that rebuild their products, processes and 
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people in this new context 
will be the ones that will suc- 
ceed in the future. 

Take eq-life (from Best 
Buy). It has a display called 
'Preparing for menopause. — moa Sae 
That is where it keeps all DASO ban odds fe - Voor bam ie. 6/10. Arve dine 
products related to that con- m 
text. There are knowledgeable 
women in the store who can 
talk to shoppers about that. 
If you want more informa- 
tion, they will direct you to 
a specific community within 
their health services. There 
is a whole sociology of meno- 
pause which people can ac- 
cess. They are providing a 
pathway for the customers. 


Stephen Trask - Freaks 
Artach of the Clones - 0$ Depa. neutral frst Ome 


The transition of | 
programs, like iTunes, - | 
to cellphones and — 
beyond could well be 


mt The consumer and the company are meant to be equal 
participants in the process of co-creation. But what about 
customers who do not want to be involved, who remain passive? 
Different people need different things. Some will want basic 
information, others will want to be very involved. So the key 
here is heterogeneity in customer interactions. But yes, a sub- 
set of customers is usually a lot more involved than others. You 
will not get 100 per cent participation at any point. But that's 
OK. When it is an issue of interest to them, even these cus- 
tomers will move from being passive to being involved. When 
you opt for co-creation, you create a platform for individuals 
who have a self-interest in participation. 

So far, most companies have not dealt with these issues, 
preferring to focus on efficiency and the processes that take a 
product from concept to finish. They have designed them- 
selves around passive consumers. But, if you design for the 
very involved consumer, you can easily cater to someone who 
is passive. In the case of Starbucks, it began treating its baristas 
(counter staff) like antennae. They constantly grab signals 
from customers. So it is not just ‘good morning, ‘thank you’ 
and ‘have a nice day’ but also conversations to find out what 
people like or don't like. Many a time, customers give a lot of 
information to frontline personnel that doesn't get captured 
as most of them are trained to only clean up, fill up all the 
forms, do the stock-taking, and follow processes. 

In other words, strategy becomes more about iteration, ex- 
perimentation and discovery than 'I know what's good for the 
customer' and top-down planning. Companies have to create 
new experience environments. Take Kaya Skin Clinic (surpris- 
ingly, from a conventional FMCG company in India — 
Marico). It is trying to create a new experience space that goes 
beyond skincare products and services. Kaya has hired der- 
matologists who are trained to see individuals as 'experien- 
cers’ and not as ‘patients’. Its CEO, Rakesh Pandey, believes 
customer experience must be "a way of life" in his company. 
Together with his chief of operations, Ram lyer, the team 
has spent an enormous amount of time and effort designing 
Kaya around how customers want to interact and the out- 
comes they want, paying particular attention to the skin types 
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and skincare nuances of In- 
dian consumers. 

Whether it is Apple, Star- 
bucks or Kaya — all these 
companies are experiment- 
ing with the next practices of 
‘experience co-creation. In 
my view, all companies will 
have to migrate to that. They 
will have to learn how to com- 
pete on co-creating experi- 
ences. The task is to design 
experience environments, 
build the infrastructure capa- 
bilities, and then let individu- 
als evolve their expectations, 
knowledge, and behaviour 
over time. So, the task for 
managers is to enable individuals to construct their own expe- 
riences. For example, Kaya has to learn through its interac- 
tions with customers, rapidly develop knowledge of customer 
experiences, and make constant adjustments. And, indeed, its 
customer base is evolving. In certain places in the south, 
about 40 per cent of their customers are men. So it really chal- 
lenges traditional firm- and product-centric marketing, from 
Kotler's four Ps to classic segmentation and positioning. 


m A tot of people believe that the real battleground for the 
future will be to pick up and understand expectations of the 
Absolutely. Napster showed there is a huge desire to buy one 
song at a time. It also showed that people want new music, 
and that if you facilitate the search for more 
music, you will sell more, as Apple has now 
demonstrated. 

The companies that succeed will be able to 
identify the experiences which customers va- 
lue, have mechanisms for customers to make 
suggestions, iterate rapidly, and develop plat- 
forms to quickly leverage investments. For exa- 
mple, Apple can now leverage its investment in 
iPods and music in photography. People or- 
ganise albums the way they organise music on 
playlists. So if you develop the software for one 
environment, you can leverage it elsewhere. 

Another important point to understand is 
that consumer expectations change con- 
stantly. And that is a function of what's avail- 
able, their ability to make more informed 
choices, and their experiences while doing so. 
Companies are better off creating a system for 
continuous discovery, as unpredictability and 
uncertainty are going to be a given. 


m Companies like Starbucks and Apple are very 
nimble and adaptive. What about more 
established organisations? Have you seen some 
of these adapt to this new environment better? 
They obviously will have a lot of difficulty. Hin- 
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dustan Lever does have new initiatives like the Lakme Salons 
and Ayush, but these are a small sliver of its traditional busi- 
ness. The whole traditional mindset of selling, geared towards 
marketing products and services, is a deep dominant logic. 
The biggest challenge for such organisations is to forget their 
traditional logic of value creation and innovation. 

Having said that, you asked if they can move in this direc- 
tion. The answer is yes, but it will be very difficult. I gave the ex- 
ample of Kaya. Some organisations may move fast. ITC is ob- 
viously a large company. But the way it looks at investments 
and what it wants to build is different from Hindustan Lever. It 
has been successful in creating e-Choupal. This is ultimately a 
function of the leadership, of how managers are selected, and 
how they are trained to think about value creation. 

I think one of the biggest challenges is getting people to 
learn to think differently. Seeing and thinking differently are 
very hard in an organisation where even the trainee pro- 
grammes make you more and more focused on pushing a 
process. There are lots of organisational and people issues. 

At one level, this is a leadership issue. Can people come in 
and evangelise a different way of value creation? If you look at 
successful examples like Apple, Starbucks and ITC, or experi- 
ments like Kaya, the way they view opportunities, the way 
they make investments, how they look at returns and how 
they innovate, you can see glimpses of what we are talking 
about in the whole process. It is a natural instinctive response 
to the forces we talked about. 


m What challenges would a company face when it opts for inno- 
vation within a network, as opposed to the same in a closed loop? 
Let us say you want iTunes on cellphones. Even though Apple 
is already collaborating with Motorola, it will also have to col- 


Where have a the baristas gone?! Starbucks\baristas 


are more inclined to latch onto inputs from customers 
than just serve from behind the counter 











INTERVIEW 


laborate with telecom companies. How do you become a 
nodal company that provides leadership in the network to co- 
create unique experiences with customers? How do you de- 
velop protocols and disciplines in the network for effectively 
governing it? How do you ensure the integrity and quality of 
the customer experience? As there will be pieces that you don't 
control or own, but that affect the customer experience, how 
do you create some degree of control without ownership? 

There is also the issue of branding. As the brand becomes 
rooted in the experience, who owns the brand? If I use a Moto- 
rola phone to download music from Apple and a wireless op- 
erator, where is the brand? Does the customer also have a role 
in building the brand? If the experience becomes the brand, 
then depending on the customer's experience, the impression 
of the brand is going to change. So the brand may not be a 
fixed thing but a moving thing. Maintaining the integrity of the 
brand becomes a lot more complex because there are more 
people who are participating in the experience and, therefore, 
building a brand. 

But this should be everywhere in the system, not just at the 
points of interaction with customers. Even partner compa- 
nies need visibility in these interactions. So there are some 
challenges in terms of getting people in the network to go 
through the ‘customer experience. 


m Your book talks about EQM (experience quality 
management). How does that sit. with the traditional view of 
TQM (total quality management)? 

TQM is about minimising variation. The idea is to efficiently 
repeat the same process over and over again at as high a qual- 
ity as possible. You still need that. But, in doing so, companies 
are also standardising the outcomes. Because earlier, they 
didn't have to distinguish between processes and out- 
comes. But in experience co-creation, you need a top 
layer that can be highly variable. Based on what the 
customer wants, the experiences you deliver will have 
to vary. So, on the supply side, I have to reconfigure my 
resources to support that experience. 

Now those processes have to be Six Sigma. I want 
consistency in the quality of an experience. But at the 
same time, I also want variability so that I can have dif- 
ferent experiences and choose which one I want. So the 
challenge is to think in terms of how to personalise in- 
teractions while ensuring that every experience and 
the processes supporting it are robust. 

In other words, when a process is activated, it needs 
TQM asthe company has to deliver a high quality expe- 
rience. But you cannot manage experience itself. EOM 
means you cannot manage the outcome because that 
is in the hands of the customer. When you allow cus- 
tomers to define their own outcomes, the first reaction 
from companies is that they will lose control. Not really. 
You can lose control in the outcome but retain a lot of 
control in the co-creation process of that outcome be- 
cause you have to ensure the process is of high quality. 

So EQM is like TOM plus a layer of experience per- 
sonalisation or experience variation. And that layer is 
something you cannot control; you have to provide the 
enabling mechanisms and get out of the way. ^ 
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REACTION 


‘Unique solutions 
for many people’ 


What issues will 
managers encounter 
while co-creating 
customer experiences? 
S. Sivakumar, CEO of 
ITC’s International 
Business Division, 
which runs eChoupal, 
shares his learnings 


S. Sivakumar 


Venkat 
Ramaswamy 





SEE co-creation as a fusion of B2B and B2C marketing models. In B2B, 
there is a high degree of personalisation. OEMs (original equipment 
manufacturers) work closely with their customers. The customer tells 
them what he wants, how it will be used, etc. In B2C, companies try to 
appeal to as many consumers as possible. Co-creation is a blend of the 
two: how do you create unique solutions for many individual customers? 

That is where technology comes in, particularly the Internet. It lets 
customers personalise. For instance, they can pull out the information they 
want. The Net also allows network orchestration. This is very critical 
because, as Professor Ramaswamy argues, co-creation requires a variable 
top layer. And the Net obviously helps in building collaborative networks. 

One of the questions raised in the interview is about the uninvolved 
customer: how do companies ensure that his needs are also met? Let me 
share the three business principles we use in ITC eChoupal to illustrate a 
solution. One, all information and knowledge are available to the 
community free of cost. Two, accessing this information doesn't obligate the 
customer to transact with us. And three, the sanchalaks (the farmers who 
man eChoupal's e-kiosks) make money only if there is a transaction; they 
don't earn a rent or salary. 

Now, the customer will transact only if he sees a value. If he goes 
elsewhere to transact after accessing information, the eChoupal ecosystem 
is obviously not providing sufficient value. The sanchalak then pushes us to 
improve. In other words, we have been able to create an extended 
organisation of customers who, in their self-interest, co-opt other customers 
to create more value for themselves, which in turn is aligned with the 
interest of the whole ecosystem. 

The next point has to do with organisation structure and capabilities 
needed for co-creation. A traditional single-product company has four 
levels of management — top management to set the vision and define 
values, senior management that is responsible for strategy; middle 
management to coordinate; and junior managers to execute. In contrast, in 
co-creating organisations, idea generation is the responsibility of the 
frontline which interfaces with customers; the middle management derisks 
these ideas and drives experimentation; the senior management cross- 
fertilises these experiments and conceptualises business models; and the 
top management challenges these models and raises resources. 

The last point has to do with value capture. It is easy to create value. The 
problem is to capture a part of that value for your own shareholder. 
Dotcoms created great value for customers — for instance, by reducing 
search costs through better information. But they failed to monetise that. 

How do we capture some of the value that we are creating? This must be 
an integral part of the business design in a co-creation model. Take 
eChoupal, it delivers information so that the farmer gains. But when the 
farmer chooses to transact with ITC, the company gains as well — we 
benefit through product quality, identity preservation and the ability to trace 
farms, besides superior logistics. | 


BUSINESSWORLD 1 AUGUST 2005 


— = 





The opportunity before business schools today is to create a new cadre 
of management professionals who can understand the new dynamics of 
global business environment within a framework of business ethics and 





2 Year, Full-time Program 


2006-08 


corporate governance. It is with this view the ICFAI Business School, 





offers the two year full-time MBA Program with different areas of 
specialization. Within a few years, IBS has grown to an impressive size 
and achieved wide-spread recognition from industry, academic circles and 
professional bodies. In recent surveys of B-Schools, IBS has been ranked 
among the top B-Schools in India. IBS alumni, numbering over 7200, 
are currently pursuing fast-track careers with over 750 blue-chip 
organizations in India and abroad. 


The MBA Program of IBS is designed to provide contemporary knowledge 
and skills, both functional and integrative, in the field of management 
with emphasis on leadership, entrepreneurship, ethics and governance. 





IBS Aptitude Test (IBSAT) 2005: 
December 18, 2005 (Sunday) at 200 Test Centers all over India [ r/ \ 
For IBSAT Bulletin (Rs. 200) and details, please contact: 


Campus Programs Admissions Department, BUSINESS SCHOOL 


ICFAI, 45, Nagarjuna Hills, Punjagutta, 





Hyderabad - 500082. Tel : 040-23435328-30. www.ibsindia.org 
Fax:040-23435347/48. Email:cpadhq @icfai.org 
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...and they haven't yet realised they 
are wearing no clothes, says 


_Nirmalya Kumar in conversation with 





! E eelima Mahajan and Indrajit Gupta 
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Brand owners cannot tide over the current crisis in marketing 


bysimply deploying newer frameworks, says l Kumar, director of 


London Business School's Centre for Marketing, and co-direc- 


tor of its Aditya Birla India Centre. Something fundamen tal 
has changed in the marketplace. According to Kumar, while the 
last century belonged to large brand owners, the next hundred 


years will belong to large retailers. But where will that leave the 
| orang DUE. | 





x The 20th — was a century of brands. Many famous 


brands seen today were developed in the early decades of that 
century. That is also when marketing started emerging as a 
formal discipline. But it was in the 1930s that it took off with 
P&G's brand manager concept. 

These manufacturer brands were working in a context 
where the media was consolidated and the channels of distri- 
bution fragmented. There were one, two, or at the most three 
channels where they had to advertise to reach 90 per cent of 
the population. The distribution channels, on the other hand, 
were badly fragmented, mostly mom-and-pop stores, and 
had little choice but to follow the frequently coercive man- 
dates of brand owners. It was not surprising that manufac- 
turer brands became very powerful. 

The tables began to turn in the 1980s. This was an evolu- 
tion that had started in the 1960s, but I like to take 2000 as a 
nice cut-off, when retailers became established and powerful. 
We are now firmly in the century of retail, 


Distribution channels have consolidated while the media has | 


fragmented. Audiences are deserting television for gaming, 
mobile phones and the Internet. Even if they are in front ofthe 
TV, there are 500 channels to choose from. With media audi- 


. ences: completely fragmented, itis both hard and expensive to 


ich a mass audience. At the same time, distribution chan- 
e consolidated. Today, 10-12 major retailers can ac- 





they have enormous negotiating power and leverage. Retail 
consolidation started around the 1970s with the expansion of 
Ahold of the Netherlands, Carrefour of France, Metro of Ger- 
many, Tesco of the UK, and Wal-Mart of the US. In the 1980s, 
these retailers rapidly became international. 

The major new retail innovation has been the hard dis- 


40-50 percent ofa manufacturer's global sales. So | 


| them received their PhDs when brand owners were kings. TI 


count concept of Aldi from Germany. It is the big story in con- — 


tinental Europe. Aldi doesn't carry any manufacturer brands, 
only private labels. It has only 700 stock keeping units (SKUs). 
tells the customer that he does not need three brands of cof- 


. The smaller number of SKUs — compared to Wal- 
hich has 70,000 SKUs — means Aldi's logistics are su- 


three pack sizes for coffee — it stocks one size of its own | 
| and private labels with the relatively small, if any, gap in qual- 


i 
i 
i 
i 
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|! compared to the 25 per cent needed by Wal-Mart and Tesco. 





































per-efficient. It can work off a margin of just 10-12 percent 


And Aldi, which is an incredibly secretive company, domi- 
nates German retail. In fact, Wal-Mart has been losing money 
in Germany for the last 10 years as it finds it hard to compete 
against Aldi. The company is also doing well in Belgium, 
France and the Netherlands, and it has a presence in the UK, 
The company has more than 1,000 stores in the US. Like any. 
successful innovation, it has been imitated — by Lidl, Pe 
and Netto. In the US, there are Dollar Tree and Dollar Gene 
Now, considering that these hard discounters are o 
per cent private labels while soft discounters like Wa 
and Tesco are 35-40 per cent private labels, it is easy to se 
branded manufacturers have to work so much harde: 
do you do when these retailers say ‘we don't want th 
Even brand-sympathetic retailers like Wal-M art arid Tes 
not need more than the top two or three brands in a cat e 
The size and dominance of retailers, combined with n 
dia fragmentation, mean that large retailers have become: 
mass channel for communicating with consumers. Eighty: 
cent of German customers went to Aldi last year. Eight 
cent of American customers went to Wal-Mart last year. Ei 
per cent of UK customers went to Tesco last year. = 
Moreover, when people in Germany were asked to rate 
top 10 brands they trust, Aldi made the list. Aldiis 
trusted more than the manufacturers’ brands. ' 
other point brand owners forget — they keer 
the value of their brands. But it is not as if 
brand name. One of the most trusted n 
Tesco. One of the most trusted names in the US 
These are store brands, not no brands. Andis d so, Icall this u e 
century of retail. UE 
Unfortunately, MBA students are yet to figure this out. They (I 
still line up to work at the packaged consumer goods compa- ^ 
nies that MBAs in the 1930s aspired for. They dont realise that » 
the world has changed. Unfortunately, the marketing profes- 
sors teaching them are also a bit behind the times, as mostof — 





























still talk about what they know — branding — rather than wh: 
their students need to know, which is retailing. non. 


What weapon did the retailers use to outdo brand owners? 
The biggest factors have been the commoditisation of q 
and the global supply chain. For example, shoe and clot 
brands heavily outsource production to China. And, if brand 
manufacturers can get them made in China, so can. retailers. - 
Combine this with the retailers’ inherent advantages. They — 
don't need to advertise and market their products. So they - 
save, say, 10-15 per cent of the sales value there. Then, they 
don't need a sales force. So maybe they save another 5 per 
cent. Then, they don't do any research and development, so. 
you add another 5 per cent. Suddenly, you have a 20-25 
cent cost advantage over packaged consumer goods comp. 
nies. And this is before the overheads advantage. 
Brand manufacturers are typically bloated with expensive S 
MBAs from top schools. As consumers start comparing the. 
significant cost differentials between manufacturer brar dso 





ity, they begin to switch loyalty. 


oo 









hey ] avert died up. They 

iave a lot of customer under- 
anding. But retailers have 

iy contact with customers. 

1ey are closer to customers 

an brand owners, who are 

one step removed from the 

Customers. Retailers know 

what customers buy and what 

they don't buy. 


| e copycat R&D. It requires little i investment. Patents 
e not very effective in the packaged consumer goods world. 


- E R Wat about techmelogy? How important a role has it played 
S dn this power shift from brand owners to retailers? 
a Technology has played a relatively minor role here. It has, of 
IB course, made it much easier to manage faraway suppliers. 
-< Two aspects of retail have been affected by technology. First, 
NX the management of suppliers. That's because retailers can 
æ share daily data of what sells, store by store, with their suppli- 
i ers. Thus, the logistics can be much more efficient and the risk 
B ofrunning out of stocks can be lowered without carrying lots 
© of inventory. Wal-Mart and Zara excel at this. 
^ Second, retailers can collect a lot of data and analyse it in a 
mi smart way. They have much more knowledge of what sells, 
BS what doesn't, and what kind of customer buys what. Tesco is 
B excellent at exploiting customer data to get them to buy more. 


EON Have the existing systems hampered the impact of brand 

| manufacturers? 

| Idontt think they have had much impact. To tell you the truth, 
~ the main challenge for brand owners is to change their men- 
tality. They are still stuck with the mentality that they are em- 
perors. It takes a long time for emperors to realise they are not 
| wearing any clothes anymore. 





© @ Don't you see this shift in mindset happening? 

| It is taking place very slowly. You have to realise who runs 
FMCG companies — MBAs from the elite business schools. 
They do not see retailers, who typically do not employ such 
MBAs, as their social, economic or intellectual equals. 
= There are companies that are doing quite well in changing 
their mindset, Nestlé is one. It has learnt that it has to work 
with the big retailers. So it is developing packaging concepts 





bottle to them. 


Ee anymore and that its new ways have to be about innovation. 


German discount chain Aldi is getting 90 per cent 
of its business from private labels 


and SKUs hard discounters will find attractive. For example, it 
developed a special, two-litre bottle of Vittel water that a hard | 
discounter like Lidl would carry. It is selling truckloads of this | 


Similarly, P&G has realised that its old ways will not work | 





























The only way to keep ahead of 
the retailer is to continuously 
innovate and get to the next 

product because there is a six- 

month window before the re- 

tailers copy it. So you have a 

stream of innovative, new 
products coming out. The 

company has also realised that 

in some categories innovation 

is less important than in others. 

So, it has transformed its port- 

folio towards categories where 

it is easier to add value, easier 

to innovate, and easier to der 
velop new concepts like health and beauty. 





m How do you see this battle between retailers and brand 
owners playing out in the future? 
A lot of minor brands will disappear. The only remaining play- 
ers on the battlefield after the ants are crushed will be the big 
elephants on both sides — the large brands and the large re- 
tailers, If your brand is not No. 1 or No.2 in the category, itis go- 
ing to be very tough. Except in a few categories where the mar- 
ket is very fragmented. For example, in beauty products and 
perfumes, you will always have 20 products that sell well be- 
cause the market is highly segmented. 

But, inmost of these FMCG categories the retailers mantra 
is that it stocks the brand leader, the No. 2, and its own private 
label. After that, who cares? Unless a small brand has a very 
powerful niche position, it is hard to see it being very prof- 
itable. Usually this will be in luxury goods, where bad 
economies of scale hurt the firm less because production 
costs are a small percentage of the retail price. 


s What options do you think brand owners will be left with, 
now that global retailers are consolidating their power? 

There are few options left. No. 1 is innovation, innovation, in- 
novation — brand owners have to have new products. No. 2 is 
to get costs under control. No. 3 is to learn to work and live 
with the powerful retailers. 





a Where does all this leave brand owners? How can they 
approach branding in this changed scenario? 

Branding is now going to be less about running clever adver- 
tisements on the mass media. It will be about building real 
value into products for which customers will be willing to pay 
the price premium FMCG companies have to charge. And 
thatis going to come from innovation. 

The old world of marketing was about ‘let me show you 10 
beautiful ads’ and ‘doesn't this make the customer want to run 
out and grab the product?’ That worked in the old days. In the 
new retail world order, consumer reports and other indepen- 
dent companies objectively rate your product against other 
products. They are commoditising the products. 

And in any case, the difference in quality between the best 
product and the worst product was very high earlier. Today, 
that is relatively small because of the development of global 
supply chains, especially by the major brands. E 
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Piaggio 
During its Vespa campaign, 
Piaggio had models drive 
around Los Angeles on 
Vespa scooters and chat up 
Customers in cafes and | 
bars. If asked about the | 
Vespa, they would casually | 
mention its various qualities 
nd drop the names of : 
celebrities who had recently | 
purchased one. If anyone — | 
showed interest, the model 
would give them details of — 
the nearest dealer | 
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OR the past ten years, the reach of television and other mass media to younger 
consumers in the developed world has been on the decline. With traditional adver- 
tising techniques gradually losing their ability to tap target audiences, companies 
are turning to new approaches to reach consumers and create demand for prod- 









vi v 


SE cessfully putting it into practice. 

Why have traditional media become less effective in creating demand for products? 
There are three main reasons. First, the increasing fragmentation: as the number of television 
channels, radio stations and consumer publications proliferate, the audience splits into more 
smaller groups. This makes it significan tly more difficult and expensive to reach out to a par- 
ticular audience than it was in previous years. | 

Second, competition from other media outlets has grown. Computer games and the 
Internet have drawn younger viewers away from television screens. A research in the US 
shows that on an average, households with Internet connection spent five fewer hours watch- 
ingTV per week than non-Internet households in 2002. 

Third, people have grown cynical towards brands and multinational companies. Naomi 
Klein's anti-brand treatise, No Logo, continues to sell in large numbers, two years after its pub- 
lication. Protesters continue to trail the meetings of global economic institutions like the 
World Trade Organization and the International Mo netary Fund, attracting growing support 


p ucts and services. One such approach is ‘buzz marketing' or marketing by word-of- 
E mouth. This article examines it and shows how companies like Red Bull are suc- 
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for their attacks on the perceived collaboration between governments and big businesses. 
i And other threats too are emerging. Digital recording technologies such as TiVo now en- 
y ableasmallbutgrowing number of viewers to ignore advertisements while watching televi- 
: Sion. Some research suggests that in five years, almost half of households in the US could be 
similar products to bypass commercial breaks. 
~ Yet, while the younger generation is turned off by sleek advertising and is highly suspicious 
of corporate manipulation, it remains highly brand-and-image-conscious. Buzz marketing 
os also known as ‘word-of-mouth marketing’, guerrilla marketing’ or'stealth marketing, has - 
-.. emerged as a way for companies to get on the right side of consumers in the battle for sales. 
Buzz marketing involves getting the trendsetters in any community to carry the brand's 
message, thus creating an interest in, anda demand for, the brand with no overt cme ae 
The brand message can be transmitted physically (for instance, people may be seen with the- 
pran verbally (the brand can crop up in conversations) or virtually (via the Internet). 
; ; the master a of buzz marketing. The company has created an edgy, slightly dan- 
ir its drink. When Dietrich Mateschitz formulated the drink in 1987 for the 
ket, bars initially refused to stock it, seeing it as more of a medicinal or health- ~Te- 

























ere stocking R Red Bull and forit to become the drink of chóicei in Austrian ski resorts. 
~The company keeps tight control on howit markets itself. In eight sales areas in the US, rep- 
- . pesentatives scout for hot spots — the bars and clubs frequented by trendsetters. Once they 
identify key venues, they offer them branded refrigerators and other freebies along with their 
first order. If other conventional establishments ask for Red Bull, the company refuses, rein- 
forcing its underground association and street credibility. To cultivate its link with the club 
- crowd, Red Bull set up the Red Bull Music Academy, a two-week annual event. 
Consumer education teams also help generate buzz. One ofthe first marketing tech- 
niques Red Bull employed was to hire student brand managers at university campuses, giving 
them each a case of Red Bull and encouraging them to throw a party. It hired hip locals to 
drive around in cars emblazoned with the logo and decorated with a four-foot model of the 





a Bull, distributing it to “those in need of energy” — shift workers, truck drivers, athletes, et al. 

. Red Bull sponsors a number of extreme sports events, including cliff-diving, Aheng 
snowboarding, motocross, mountain biking, paragliding, street luge, ice cross downhill, 
EN nanne rding and surfing. By tying up with those who push the boundaries in these extreme 
TER sports, Red Bull has become an extreme drink by association. Dangerous and not supported 

 bytheestablishment, the social circles related to extreme sports form the ideal target. 

Many argue that Red Bull created the energy drink category by itself. While Coca-Cola and 

Pepsi were quick to follow, with KMX and SoBe in that order, it continues to dominate the | 


market, with a 65 per cent share of the US energy drink market. And it achieved all of this with. 












minimal advertising. It has since begun to advertise on TV, but only late at night, anditinsists ` 


that the commercials are there to reinforce the brand, not to establish it in new markets. 
.- Red Bull's success with buzz marketing has caught the eye of mainstream companies. Tra- 
l diti nal marketers, however, tend to be uncomfortable with the relative lack of control over 
ssage and target audience that buzz marketing offers. Large pharmaceutical compa- 
, perhaps, been the ones most successful in word-of-mouth marketing. Itis a com- 
ctice for companies launching a new drug to select reputable scientists and physi- 
€ linical trials and promote treatment. Healthcare is particularly susceptible to 
oo word-of: mouih maiketing— people rely on doctors arid friends for treatment referrals. 
Buzz is useful to help generate demand in many contexts, but is particularly effective for 
products that generate conversation: in other words, products with which consumers are 
. emotionally involved. This depends on thetype of product, its target market and the people in 
_ it.Itcan be the perfect tool to create an underground campaign, yet, can backfire if it appears 
contrived, turning off the very consumers it wishes to attract. Knowing how buzz-prone your 
target customers are can help determine how effective a buzz marketing campaign might be. 
| Suc itis justa case of giving your customers something to talk about. 


















—————— aaa maaana EDS DO cO D ere 


, : (Nirmalya Kumar is a professor of marketing, director of the Centre for Marketing, and co-director 
ofthe Aditya V. Birla India Centre at London Business School. Sophie Linguri isa researcher at 
London Business School) 
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trademark blue and silver can. The cars carry ‘fridges stocked with more than 250 cans of Red. , 


to anyone who expressed 


| Ford identified 120 people 
^pdn six key markets as t 

















sétters (for example At 
DJs). Each was gi given a 
Focus to drive for six ra 
months as well as promo- 

tional materials to distribute 


interest in the car 


Lee Jeans 


In July 2000, Lee Jeans 
emailed online games to 
trend-conscious young 
men aged 17 to 21. The 
characters from these 
games later appeared in the 
company's jeans advertise- 
ments. In the fourth quarter 


~ of 2000, sales of men's 


eT 2" DU E Bi at ead 





jeans were iia 11 per cent 


Hasbro : 
It enlisted boys to play its ^ 
POX game, then sent them 

back to school to tell ther 

friends about it. They were. E 
given $30 and a few copies 
of the game to give friends j 











Freehold land measuring over 10 hectares (24.88 acres, described fully in the 

Notice for Inviting Bids), at 15, Shivaji Marg, New Delhi - 110015 (the ‘LAND’ is 

available for development. The LAND is owned and is in the possession of Shivaji 

Marg Properties Limited (‘SPL’). 100% of the shares (SHARES) of SPL are 

owned s Siel Limited (‘the COMPANY’). The COMPANY will sell 10096 of the 
RES. 









(on the LAND vested in SPL, are as under: 








RAMPURA Metro Statio 


TRI NAGAR 
INDERLOK / 


SHASTRI NAGAR 


SOHTAK ROAD | 


| MOTINAGAR ) 





The LAND has its main frontage of about 1,500 ft. on Shiva "n on a 60 

ft. wide un-congested dual carriage way. The Land abuts New Rohtak Road 
-. (NH 10) and is located at the Zakhira Crossing. 
*. Approximate Distances from: 


(i} Metro Station (Inderlok) 0.8 Km 
(ii) Ring Road 3 Km. 
(i) Moti Nagar Crossing 1 A Km. 
~~~ (iv) Connaught Circus 12 Km. 
-* (V). Central Govt. Offices 11 Km. 
-. (M) Airport (Domestic) 18 Km. 
(vil) Airport (International) 25 Km. 
«  Asystem of flyovers and traffic decongestion plans are in execution stage to 
.. reduce transit times. 





~~ Present use of the LAND as prescribed in the Master Plan for Delhi 2001. A 
new Master Plan is announced and is currently under preparation/ 
discussion. Interested parties may study the proposed Master Plan. 

The Government of India has issued a Press Note allowing Foreign Direct 
Investment in real estate on certain terms. 









the LAND is obtained from the order dated 26.8.2003 of Delhi 
passed under Section 391/394 of the Companies Act, 1956 
of heme of Arrangement (SCHEME). THERE IS NO 
- SPECIFIC CONVEYANCE DEED DRAWN IN FAVOUR OF SPL IN 
de -RESPECT OF THE LAND. The title of SPL to the LAND will not be 
—. organized in any other way. If the buyer wishes the title to transfer in any 
other way, the buyer may do so at it's own cost and expense. 
The LAND has been mutated in the name of SPL in the revenue records of 
Govt. of NCT of Delhi as well as in the municipal records of the Municipal 
-. Corporation of Delhi. 

. The LAND vested in SPL shall be free from encumbrance of all kinds at 
transaction completion. 















dated 10.5.1996, Supreme Court of India directed the COMPANY 
ble 68% of total land owned by it to DDA for being kept open 
s 68% E about 18.854 hectares) land has been 


























surrendered by the COMPANY to DDA andi lies SPEM to the LAND. Te 4 
balance 32% land (after surrender of 68% land) is the “LAND” available for a 
development. E! 
1(b). The said Order of the Hon'ble Supreme Court allows this remaining 32% B- 
land an additional FAR equivalent to 50% of the FAR permissible underthe @ 
Master Plan 2001. To illustrate, the LAND (over 10 hectares) prior fo the E 
Supreme Court order was allowed a FAR of one (1) but after the Supreme f 
Court Order is entitled to a FAR of 1.5. E 
2. The COMPANY has filed a Review Petition in the Supreme Court E 
challenging the Order of surrender, which is pending adjudication | 
Supreme Court. The outcome of the Review Petition cannot be predicted, 
(The COMPANY will make certain assurances to the buyer relating to t 
possible outcomes of the Review Petition). E 
3. The SHARES of SPL, in which the LAND is vested p pursuant to. 
SCHEME, are offered for sale and consequently the LAND would 
available to the buyer on an “AS IS WHERE IS " basis. 




















The entire 100% equity of SPL is held by Siel Lid., a company register "€ d 
under the Companies Act , 1956, having its registered office at 5th Floo 
Kirti Mahal, 19, Rajendra Place, New Delhi (‘the COMPANY’). | 
2. 100% share holding in SPL is for sale. The SHARES shall be free from. - 

encumbrance at the time of transaction completion. ; 
3. By the SCHEME approved by the Delhi High Court vide order dated & 

26.8.03, the LAND together with liabilities of SPL to various creditos f — 
amounting to Rs.64.95 Crores (‘the LIABILITIES’) has vested in SPL. $6 





The terms and conditions relating to the proposed transaction of sale " E 
SHARES of SPL are contained in the Notice for inviting Bids (NOTICE), E 
Interested parties may obtain the NOTICE from the COMPANY on 2 
non-refundable payment of Rs.50,000/- (Rupees Fifty Thousand) t 
of a demand draft drawn in favour of "Siel Lid.” All the detailed terms- 
conditions relating to the bidding process and submission and prepa nm 
of the bid are available in the NOTICE. fo 
2. The NOTICE also contains suitable warranties and assurances about the g 
SHARES and the LAND vested in SPL. 
3. The parties MUST warrant that their bid is after due diligence. [ 
4. The purchase of the SHARES will entail a transfer of the assets of SPLon f 
an "AS IS WHERE IS" basis. 
5. The successful bidder, without any recourse to the COMPANY, willhaveto 8 — - 
discharge the LIABILITIES of SPL, simultaneously at the time of purchase $ 
of SHARES as detailed in the NOTICE. 3 
6. The minimum offer price for the SHARES shall not be less than Rs.145 — M. 
crores(Rupees One Hundred and Forty Five Crores) and shall be inclusive $ 
of the amount towards discharge of the LIABILITIES of SPL. 
7. The last date for submitting the bid is Friday, the 9th of September 2005, till 
10:30 am. E — 
8. The offer must be STRICTLY as per the terms and conditions contained in Eo 
the NOTICE without any qualification in any manner whatsoever. Any E 
qualification will lead to automatic rejection of the bid. 
The NOTICE and other documents can also be viewed at our web-site: 
www.spldelhi.com 





. PGBHRKA 520561 


For any clarifications : 
Contact: Mr. P:K. Bhalla, Sief Limited, 5th Floor, Kirti Mahal, 
Rajendra Place, New Delhi 110008. Ph: 25743711/9810244758; 0r f 
E-Mail: pkbhalla@spidelhi.com; sshriram@spidelhi.com P 








The author is director of 
Media Training Worldwide 
that specialises in media 
training. He can be reached 
at ravi@mediatraining 
worldwide.com. 


Media 
training is 
necessary, 
focusing 
on what a 
business 
needs to 
say rather 
than react 
reflexively 
to every- 
thing that 
the media 
demands 
to know 
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What the media 
needs to know 


N innocuous and perhaps unin- 
tended remark made on a fateful 
November day at the CNBC 





lanche the likes of which Corpo- 
rate India has rarely witnessed. 

At that point, it was a possible difference ina 
leading family with multiple business interests 
that led to speculation about ‘who will get what’ 
A high-profile family scion suddenly saw him- 
self play judge and jury, protecting the clan 
from acrimony and multiple splits. The mediat- 
ors and well-wishers entered the fray, as did the 
power brokers whose services were desperately 
sought. To top it all, these disputes didn't stay 
confined within the family or the boardrooms. 
They were fired out, wreaking havoc among 
stakeholders who never expected this to hap- 
pen: employees, shareholders, suppliers, banks 
and financial institutions, and customers too. 
All because it's now a “Trial by the Media’ 

But why credit the media with making or 
breaking a business group's reputation? It's 
because businesses see a trial by the media as 
an attempt at ‘management by embarrass- 
ment. And hence, the strategy of selective 
leaks: The business community fails to under- 
stand that media is a business too, marketing 
a commodity called ‘news’, 

Further, it is amazing how creative and re- 
sourceful business can be when trying to ‘con- 
trol’ the outcome of media interviews. The fol- 
lowing is a partial list of tactics used by 
potential media manipulators: 

ill Demanding to know questions in advance. 
li Setting restrictions on topics to be discussed. 
E Stating the questions that must be avoided. 
@ insisting that the written article be sent to 
them for approval before publication. 

@ Demanding the right to fax in answers, 
rather than a face-to-face or phone interview. 
@ Requesting that a friendly or sympathetic 
reporter be assigned to their story. 


@ Asking for the right to video/audio tape | 


the interview. 
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studios triggered a media ava- | 











@ Setting a strict time limit on the interview. 

These are some ofthe extreme and counter- 
productive measures to 'control' interviews. 

Business must realise that you have zero 
control over reporters, so get over it. You have 
100 per cent control over what comes out of 
your mouth. It is not the reporter's job to make 
you sound and look good; it's yours. When the 
group head of a multi-billion dollar business 
group speaks, every gesture and nuance gets 
amplified. Everything is being constantly inter- 
preted for signals by the millions of stakehold- 
ers who live by the company's credo. It is why 
media training is necessary, focusing on what 
you need to say rather than react reflexively to 
everything that the media demands to know. 

Forinstance, the tourism industry post 9/11 
was in the pits. Yet revenues had to be gener- 
ated. At Media Training Worldwide, we took live 
examples of a client being asked by the media 
about gloomy prospects for that fiscal. We 
found out that it had worked out alternate 
tourist destinations and packages, anticipating 
possible revenue losses. We used this angle as a 
hookora news peg, and assisted participants to 
come up with answers based on facts and fig- 
ures to substantiate that their earnings forecast 
would be on stream. 

Take another example. A foreign player is 
often prey to the trap of the swadeshi-videshi 
angle. A client shared data on Indian consu- 
mers with us that helped it avoid being on the 
defensive. The sound bites that dominated this 
session were: patriotism does not sell/ buy pro- 
ducts. In a market dominated by global prod- 
ucts, the consumer looks at value for money. 

The pre-media training work begins after 
the contract and non-disclosure agreements 
are signed, and is rigorous. There are proven 
methods of diagnosing print and video clips. 
The trainer meets participants to eliminate any 
surprises during the training. The post-training 
phase involves staying connected for at least 
three months. All in all, in every case, the client 
begins to anticipate what to watch out for. W 








. CASE STUDY 





Bhrigu says: “A lot of people 
put themselves into boxes 
because it is safe... four 
walls, one roof.” How do we 
get the Indian manager out? 


MEERA SETH 





UNEET Raj felt a bit terrified. The kind of ter- 
ror that follows a surreal experience. He had 
been trying to list his various daily tasks and 
the hours spent on them. Starting with 5.00 
a.m, he listed one hour on the treadmill com- 
bined with reading HBR, Newsweek and Busi- 
ness Standard (previous day’s), one hour 
across shower, shave and breakfast, two hours across scraping 
teenage son from bed, launching him into life and revising 
differential calculus, two hours commuting, ten hours at 
work, two hours walking dad in the park, assuring him that 
Nehru had been released from Naini Central Prison, clipping 
his nails and coaxing him to perform the marbles-into-the- 
box exercise, two hours across water, generator and cooler 
management, paying bills/cleaning viruses/ fixing fuses, and 
six hours sleeping. Thrice a week he also arbitrated on the res- 
idents’ association brawls. But these he did not count. The to- 
tal was 26 hours. 

Puneet was shaken. Somewhere in his mind was en- 
crypted a childhood lesson: a day had 24 hours. But 26 was not 
making sense. He was startled again, as he noticed there was a 
wife in his life and she did not appear in these 26 hours. So 
then where was she? 

Binita Raj, his management consultant wife was struggling 
with a different kind of arithmetic, stifling musical yawns. 
Crouched in the laundry room, she was loading the washing 
machine and counted six banians. Four were her husband's. 
Binita slapped herself awake and said: "Today is Wednesday, 
yesterday was Tuesday, clothes are washed daily, Puneet has 
not been travelling so no backlog laundry, at the best of times 


he wears only one banian a day. So whence four banians?" 
Tired, drained and sleepy, she attributed the confusion to the 
salary survey she was doing for Calpro India and the six 
columns in her spreadsheet. So it was six columns and not six 
banians, she reasoned and crawled into bed. Before she 
passed out, she asked Puneet: "Why are there four banians in 
the wash?" To which Puneet asked: “Tell me how many hours 
should there be technically in a day? I am getting a weird total, 
and I am not even counting the..." 

Binita groaned. “Oh God, why are we such a boring cou- 
ple?!” and soon she was snoring. Puneet was perplexed. Every- 
thing was getting surreal. Why was Binita bored? Even his or- 
ganisation was discussing boredom with a passion these days. 
Elmune, where he worked, had been feverishly working at 
making its managers 'un-boring, if there could be such a 
word, since last week's tea meeting with Bijoy Baruah. 

Bijoy had shaken up Elmune last week. He had hobbled 
into the cafeteria, his neck in braces, shoulder and arm in à 
sling and supported by a crutch attached to his right wrist. He 
smiled on seeing the stunned look on the faces assembled 
there. Bijoy was a finance manager at Elmune Inc. — visiting 
India from Switzerland where he had been posted a year ago. 
Naturally, he wanted to meet his colleagues, whom he had 
known for over 11 years. Elmune India's CEO Rafiq Ansari had 
organised this tea meeting. "The old mafia is dying to meet 
you," he had said. 





ANTHONY LAWRENCE 
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"Yeh kya haal bana rakha hai?” said the HR head Naren 
Pandya, using Elmune’s old Coldarin joke. Bijoy explained 
briefly that he had dislocated his whole body during a recent 
skiing weekend. “Oh you guys really know how to have fun,” 
said Naren, to which Bijoy said, “If I knew how to have fun, my 
friend, I wouldnt have dislocated anything! My colleagues in 
Geneva do this kind of thing every weekend. I did it after I gota 
warning from HR!” 

And Bijoy explained: "The Swiss working environment is 
quite different from the Indian workplace. Reasonable work- 
ing hours, long lunch breaks, and quite a healthy balance be- 
tween work and personal life! But I worked like we do here - 
late into the evening, come early in the morning, sometimes 
through lunch and equally expected my staff to follow suit. 
Then one day my boss counselled me to take some time off 
and enjoy a break — this when my total extra working hours 
exceeded a specified limit. I took it with a grin and went right 
back to work the same way until HR intervened, spoke to me, 
and threw some legalities about why I must manifest a healthy 
interest in a work-life balance. And this happened!" 


HY are we like this?" asked Vinay Kamat. "The 

differences in mindsets are so stark, you can't 

not notice. Recently I was in London for a de- 

velopment course. All participants had to list 
their hobbies and interests. Participants from India and other 
Asian countries barely had any outside interests. At best they 
listed ‘listening to music’ or ‘playing with my kids’ as their ‘out- 
side office’ activity. Non-Asians wrote: going sailing every 
weekend; long distance running; playing in a roadside samba 
band; restoring and racing old motorcycles; mountain climb- 
ing. One participant from Poland took six months off to hitch- 
hike from Lahore to Calcutta and then worked with Mother 
Teresa for a year, putting his career on hold! 

“In comparison Indian managers are quite boring! Worse, 
they end up making the workplace boring!” 

General mirth followed, and then Naren said: “Then what 
is ‘interesting’?” 

"Interesting is when managers have some leeway to pur- 
sue their personal interests without some stopwatch marking 
time,” said marketing manager Faiz Malik. Immediately react- 
ing to that, Naren said: "Today, a manager's contribution is 
measured not in the hours spent in office, but in her/ his 
achievements against stated objectives. As long as a manager 
does what he is hired to do, his other activities are irrelevant, as 
long as they are not illegal. So what stopwatch are you talking 
about? Those days are gone!" 

Radhike Nair from research said: "I think it is a culture is- 
sue; Indians have a deep sense of guilt in pursuing anything 
outside the responsibility doled out to them by culture/soci- 
ety/upbringing; Which is why companies have to motivate 
employees through creative workshops, outbound treks, con- 
ferences in far off places, etc. I find it terribly funny." 

All eyes turned to Bijoy. "Is this a clearly country-specific 
attitude? Else why should Elmune in Switzerland behave dif- 
ferently from Elmune in India?" 

"Its a mix of so many economic and cultural reasons,” said 
Bijoy, "the key reason being security. I think in India the sur- 
vival instinct is so strongly ingrained in us, we grow up suitably 
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brainwashed to be aggressive and to compete against our 
peers; to study and reach a certain level in life professionally 
and economically, even at the cost of giving up interesting but y 
non-critical activities like sport or music or whatever else just 
in order to secure a good future for ourselves. Our education 
system promotes this thinking with overemphasis on acade- 
mic development, to a large extent neglecting the all round 
development of an individual. So all ‘intelligent’ students go 
for an IIT degree only to follow it up with another IIM diploma 
till they are 'double distilled' for a bright and beautiful future 
— bright students but socially inept human beings. It is a sim- 
plecase ofan abundant supply of qualified labour; And as a re- 
sult, we simply dont find the time to explore, to question, to 


_ enjoy and to grow as individuals. So even when we have the 


time, we often do not have the capability or the confidence to " 
do things unrelated to our work. ! 

"But weare equally unable to take advantage of 
exciting opportunities even when thrown in 
its midst because old anxieties haunt our 
decision. I guess the load of our country 
specific baggage is not easily shed! For 
example, we met other Indians in 
Switzerland, mostly in IT. Yet they 
wouldnt dream of spending on a 
skiing experience. For them the 
goal was to maximise on sav- 
ings and not on the Swiss ex- 
perience. Now why is that? 
We, the service class in India, 
are racing to save: to build a 
house, to support ageing par- 
ents, to educate our children 
abroad, for sister's marriage... 
all this is very important to us 
since there is no social security, 
no state dole for the unemployed, 
no insurance for the sick and no 
free mandatory quality education 
for children. Unfortunately, as third 
world citizens, the knowledge that our 
basic needs are also our basic birthright, is 
the most hidden. That is why our vision for an 
ideal future is a good job, a good home and family 
and savings to handle uncertainties." 

Samyukta, Bijoy's former secretary asked: “That would 
mean Indian managers are boring no matter where they live, 
doesn't it?" 

"I cant help agreeing more than disagreeing,” said Bijoy 
with a laugh. "And I would take it that when you say ‘boring’ 
you mean not adventurous, or out-of-the-box. My experience 
has been that while we retain our cultural DNAs with regard to 
our personalities, Indian residents abroad make a shift to 
adopting adventure more than Indians on a posting. 

"Equally, the people who choose a conventional MBA/ac- 
counts/engineering route are the studious conformists, more - 
conventional and to that extent more ‘boring’. The creative, — - 
experimental sorts who want a more unstructured life proba- 
bly become artists or filmmakers and certainly not managers!! 

And, I think, given their straitjacketed, conservative mentality, 
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Indian managers are likely to be more uncomfortable in the 
face of unfamiliar situations, when transferring abroad. 

k “Also, I think given our background and aspirations, we 
tend to attribute higher weights to work and the returns from 
working (the salary/ perks/recognition) than non-Indians do 
— their basic education, medical and daily needs are state 
supplied. Life is less stressful for them. The beautifully simple 
act of driving to work or posting a letter or paying a bill in 
Switzerland can be a complex and life-consuming activity in 
Delhi!” At this point, someone said, “Oh, who writes letters in 
Delhi? You need to save all the time for filling water, watching 
water levels, and fixing burnt out motors!” Tremendous 
laughter followed; it was nice to know that the majority suf- 
fered similarly. Bijoy joined in, then continued: “Sports and 

"| travel, such a part of life in Europe, continue to be high cost 

and inaccessible to most in India. So we lack the expo- 

sure that most of our counterparts have. And 
then whenIlookat my 17 kg something lanky 
son in front of his strong limbed big 
boned classmates, I think, we don’t 
even have the build for sport, forget 
the time or the opportunity to 
practise it!” 
Rafiq Ansari nodded pen- 
sively. “What you say about 
cultural DNA is valid. Even 
Japan and Korea manifest the 
same traits as we do. And 
most Asian countries have 
had a long history of strife to 
gain industrial and eco- 
nomic height. Take Japan; 
the 1960s to the 1980s was a 
turbulent and exhausting pe- 

riod when it strove to be a 

global industrial power. Its only 

resource was its people. Hence 

Ve“ the only way it could progress was if 

its people worked better than those in 

other countries. This manifested itself in 
the concept of being ‘married to the com- 
pany’, with the company always getting prior- 
ity over even family life, let alone other hobbies and 
interests, of the Japanese salary man. It is only after 30 

years ofthis culture that the Japanese are questioning if all this 
sacrifice has been worth it. Korea's case is even more extreme. 

Their national philosophy is: 'Our country started its industri- 
alisation 10 years after Japan and in worse shape (after the Ko- 

rean war). If we don't work as hard as them, how will we ever 

catch up? This "fanatical nationalism’ has been manifested in 

work practices which strongly discourage anything not di- 
rectly relating to work — even in ones free time. Even Indian 
managers (who are normally very hard working) in Korean 
companies in India, complain about this culture. I believe or- 

K ganisational work ethics and practices must encourage out- 
of-the-box-ness.” 

Faiz said: “Interesting, but I want to ask, are we the top 
management, prisoners of our economic past? HR might 
want to think about this. I see at Elmune a clear cultural and 



















age divide. Top management is mostly 38-plus and most of the 
complaints over ‘boringness’ seems to come from the 
younger managers. What do I mean by ‘prisoners of the past’? 

“Human nature is such that if people never had the chance 
to enjoy other interests, they do not want their juniors to enjoy 
as well. This mentality is couched in phrases like: ‘How can 
they have a party when our sales are down?’ One reason forthe 
attitude of the older generation (whether in India, China, Rus- 
sia or Japan) is that they were brought up in a socialist regime 
and in relative poverty. In terms of career, in India in the 1970s 
the only acceptable corporate careers were in the public sec- 
tor or 'Tata-Birla' and the only acceptable degrees were med- 
ical or engineering. If you did indeed get into these hallowed 
companies, you were expected to be eternally grateful to your 
employer and slog for him. 

"However, being openly involved in some hobby-shobby, 
was a serious career limiting move — you were seen as 'dis- 
tracted' whereas organisations want your undivided attention 
and loyalty. Why, I recall even as recently as three years ago, El- 
munes team losing in the finals of the Brand Equity quiz by 
one question — because our star quizzer could not be spared 
by his boss on a Saturday, due to one of those 'Chairmans de- 
partment wants a presentation...' It was his replacement that 
muffed a critical question! Which prompts me to think, we the 
older managers are probably trapped by our history!" 


NSARI laughed the loudest and shook his head. "I 
am so sorry, now really Naren, this cannot happen! I 
am making you personally responsible for bringing 
fun into the lives of our managers." Faiz continued: 
"Time will test Narens skills in this. Anyway, truth is, Eimune 
does not consider an outside non-work related activity as im- 
portant to one’s overall development as a manager. In Ameri- 
can B-Schools there is an emphasis on taking people from var- 
ied backgrounds and interests, rather than just looking at 
GMAT scores. In India on the other extreme, even a play 
school expects a toddler to come prepared with academic 
knowledge rather than just healthy gregariousness! 

"So are we boring? I guess we are. In India we are typically 
better qualified than foreigners simply because competition 
to get into any MNC job is much tougher in India. Hence a stu- 
dent cannot take a year off in the middle of college to 'discover 
himself’. After one starts work, in India ( as was the case in 
Japan, Korea, etc. in a similar stage of their development ), we 
work longer hours than our Western counterparts. Thus, there 
is again, no time for hobbies, etc. Hence we are more 'boring." 

Warming up to Faiz's views, Bijoy said: "This is indeed a 
predominant feature of Asian cultures. Therefore, country 
and social conditioning has alot to do with managerial behav- 
iour. Take a Japanese manager in the US. He would have far 
less 'fun' & free time' than his American counterpart, despite 
enjoying the same access to enjoyment facilities and having 
the same ( if not higher) income level. It has to do with the fact 
that since childhood every Japanese kid is taught that he 
comes from a poor country with no natural resources and the 
only way to get ahead is by hard work. And compared to the 
Koreans, the Japanese actually seem laid back and interested 
more in enjoying. 

"The other thing is age — and it has to be seen in the con- 
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text of our economic evolution. We have younger managers 
and younger companies, with no historical baggage. Younger 
managers are those who are products of post-liberalised In- 
dia; that means, their parents, to an extent, have had less 
struggle. Consequently, younger managers have less eco- 
nomic burdens, and desire to save or anxiety of uncertainity. 
Typically, it is these younger managers who want a change in 
the workplace. 

“In the younger companies, especially in global/sunrise 
industries, managers are like their Western counterparts — 
they would spend their time in pubs after work and go white 
water rafting on their vacation instead of pilgrimage or ‘native 
place’. However, if you look at, say, a software company in the 
US, the Indian would work longer hours than his US counter- 
part, also because his culture supports that practice. And be- 
cause he works till midnight, the guilt ridden Indian manager 
will then spend the weekend with bivi-baccha — whereas his 
western counterpart will say ‘I need some time for myself’ and 
will go to a ball game and have a few beers with the boys.” 

Puneet, who found all this gripping, said: “My need for fun 
lies somewhere between going to the park with family and go- 
ing to the pub ‘with the boys’. In fact, neither constitute fun — 
but, at best, a break. My take is, when we express the need for 
fun, it is a subconscious desire to explore ourselves and give to 
ourselves such experiences which we have had a glimmer of, 
and which we wantto explore as an ongoing process of self en- 
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hancement. Let me explain: Fun with family is a given in the 
psychological needs of an Indian, and I am not even over 
stating it. "When I was a kid, my dad was in the services. He 
took me swimming, watched my cricket matches, helped me 
with my math, etc. An outing was visiting a neighbour's family 
together. On weekends, dad opened the garage and tink- 
ered with broken flashlights, mixies, polished the cycle and 
talked to me about mechanics. Were these 'fun' to him? I'd 
think so — it gave him a chance to examine his potential and 
test his capabilities!" 

CEO Ansari turned around and looked at Bhrigu Pal. Smil- 
ing, he said: "Now is as good a time as any other to tell them, 
yes?" Then turning to the room again, he said: "Let Bhrigu tell 
you why he is taking a two year sabbatical from Elmune." 

A hush fell on the group as Bhrigu began: "I am about to 
take one scary step: leaving Elmune to work with a man 
named John Stavinoha a professor of information and com- 
puter sciences, to build a new content dissemination vehicle. 
It's scary, maverick, wild, especially when I have a son in uni- 
versity and a daughter who has chosen sound production as a 
career and we are going to depend on my wife to earn bread 
while I wander. 

"This could simply be the most outrageous turn in my life 
and one that many see as too big a risk to run with career and 
self. But see itas a natural progression of my life. And I am not 
even young and nubile — a solid 49 with just two assets: my 
physical fitness and my family. 


UT, to come to your question: why are Asian man- 

agers boring people? Typically the people who are 

out-of-the-box are those who never put themselves 

into a box to start with. But then, a lot of people put 
themselves into boxes because it is safe....four walls, one roof, 
one floor. I have abandoned this safety to take two steps back 
on the pay check for a step ahead in fun! At 49, I know that aca- 
demics and theory are not good reflections of real life, yet here 
Iam chasing my idea of fun. And why am doing this? I believe 
we have one life to put to use the package of skills and oppor- 
tunities that are programmed into our psyches. Some call it 
destiny. I call it destination. And then I met John in Madras 
Coffee House where he was trying to figure out a medu vada. 
He asked me: 'Is the hole built inside the dumpling or is the 
dumpling built around the hole?” 

Ansari laughed with the others and said: "And what was 
your reply, Bhrigu?" Grinning, Bhrigu said: “I asked: is the 
dumpling built around anything or is it part of the ‘whole’?” 
Growing serious Ansari said: "So following the natural pro- 
gression of your life is a part of the whole. Not following it is 
what makes us disconnected from the whole; therefore bor- 
ing! But I must add that at the end ofthe day the so-called bor- 
ing Indian managers excel in their jobs. And in growing 
economies, that is really what counts. The only sad part is that 
we tend to focus so much on getting there, we often forget to 
enjoy the journey, to take some time to 'smell the roses'!" 

Then addressing Bhrigu, he said: "I do not think anything 
that you do with sincerity is a risk. Anything done with the mo- 
tive of gaining money-power-glory is risk. But if the intention 
is sharing knowledge, gaining knowledge, it's not risk at all. In 
fact that is where fun begins!" a 
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Mukundan, aka ‘Muki; is the founder 


and CEO of pepper square, a Bangalore- 
based content, design & technology com- 
pany. He can be reached at mukun- 
dan@peppersquare.com 


ANAGERS anywhere in the 
world are people first. Peo- 
ple have roles and they 
need to manage each role 
efficiently. This means they should be 
able to differentiate between work, fam- 
ily, community and personal time. And 
prioritise each role accordingly. 

Family is the resting point, hence, 
must be nourished in a manner differ- 
ent from the way we nourish the career. 
The energies for both are different. For 
example, career is about ambition, suc- 
cess and recognition. Family is about 
emotions and moral support, regardless 
of one’s status and success. 

In Puneet's case, work has taken its 
toll on him. Like most managers, Puneet 
has fallen victim to the 'at least 12 hours 
a day' regimen. But there should be a 
balance between work and life. His 
community-related work with the resi- 
dents’ association is not easy, but very 
satisfying because he is bringing to- 
gether everyone's thoughts and creating 
a better atmosphere in the locality. Then 
there is a host of personal mundane 
chores dotting his day... 

Most of Puneet' activities are duty 
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bound, chores and ‘must-dos’ whereas 
it might be a great idea for him to create 
must-dos ofa different kind; as in clean- 
ing up the house, or helping his wife in 
the kitchen; cooking is probably the 
most interesting and de-stressing activ- 
ity, it adds spice to life. Likewise, Puneet 
can look for out-of-the-box activities to 
lend that touch of fun to his life. 

Our life, like Puneet's, is centred on 
work. We need to understand that work 
is part of our life, not life itself. Bringing 
some spark to our life is important to 
take away the stress built up due to over- 
work. A number of my friends have 
achieved this in unique ways. A couple I 
know had this system where every Sat- 
urday, they neither cooked nor did the 
laundry or any work. They got into the 
car and drove all over, stopping where 
they pleased, eating whatever was af- 
fordable and possible. But they were to- 
gether. And yes, they did not take their 
mobile phones along, a valid reason for 
the stress in our life is owing to our slav- 
ery to the gadgets we live with: comput- 
ers, mobile phones, palm tops. Discon- 
necting from these equipments is a 
great way to ‘escape the planet’, 

One of our employees, Akshayee, 
had very clearly told our HR manager 
that on Tuesdays and Fridays she would 
leave the office at 4.00 p.m. to volunteer 
asacounsellorfora non profit organisa- 
tion. For Akshayee, it was her way of 
‘having fun’ — a way of giving back to 
the community. I have seen her being 
extremely productive throughout the 
week. It struck me that this lady heard 
the inner voice and made peace with 
her inner self and, thus, found her un- 
conflicted spot underthe sun. This is re- 
ality check, this is equilibrium and ulti- 
mately this is what you have been 
seeking out most. 


Whose Idea Of Fun Is It Anyway? 


[think most people try to live other peo- 
ples version of fun. When Bijoy was 
forced to take a break, he took up skiing, 
which is a Swiss idea of having fun. It is 
not surprising he ended up in a sling 
and braces. The moral of the story is not 
to force alien culture on anybody or our- 
selves. It is one thing to try out a new 
sport; many managers in India are try- 
ing out bungee jumping. But it is quite a 
different story to do something because 
“you think you should also be doing it". 
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Then the very purpose of having fun is 
defeated and the sport ends up as work. 
Fun should come naturally, not be im- 
posed. Companies should not force 
sports and vitality days on its staff...in- 
stead ask the staff to organise their own 
dos and offer support. They want to go 
rock climbing? Allow them two days off, 
let them form their groups, create the 
internallogistics of who will manage the 
department... and let them go rock! 

Fun means different things in differ- 
ent cultures. We cannot enforce our idea 
of fun on others. We have to do those 
things that give us maximum happi- 
ness. It could be music, going to temple, 
meditation, nature walks, poetry, paint- 
ing, etc. Not every Indian has had the 
luxury of taking up sailing or skiing for 
hobbies. If they are happy to be with 
their family, watch movies and listen to 
music, there is nothing wrong with it. 
The point is to relax, disconnect from 
duties and relieve stress. 


It's Attitude That Counts 


Performance or having fun has got little 
to do with physical build or even eco- 
nomics. It is attitude that is most impor- 
tant for doing what you want to do. One 
of my friends made a digital film about 
"the beauty of accepting life" using his 
handycam. It was a one-year project in 
which he wrote the script and directed 
his friends, colleagues and the kids. 
Everyone was involved and it brought 
them together and everybody enjoyed 
the experience. None ofthem was a pro- 
fessional filmmaker, but then that is 
where the fun begins — when you do 
what is out of the ordinary! 

Culture, economics, attitude, what- 
ever, everything boils down to time and 
how you plan your activities. Like David 
Allen says in his book Getting Things 
Done: our productivity is directly pro- 
portional to our ability to relax; only 
when our minds are clear and our 
thoughts are organised can we achieve 
results and unleash our creative poten- 
tial. Simplify thoughts and increase effi- 
ciency by achieving a state of “mind like 
water”. First, empty the thoughts and 
ideas swirling around your overtaxed 
brain into what Allen calls a "collection 
bucket” — this can be any trusted place 
such as a writing pad or a painting can- 
vas, as long as those memes live some- 
where other than your head. b 
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ETWEEN them, the folks at El- 

mune have done a pretty good 

job of analysing why they are 

what they are — boring. The 
Webster's New Dictionary defines 'bor- 
ing as ‘wearisome person’ and the case 
opens with Puneet Raj and his wife 
Binita completely weary of the daily rut 
they have put themselves into. Another 
meaning of ‘boring’ is ‘to make a hole’ — 
the opposite of ‘out of the box’. The irony 
is that while today’s globalised business 
environment requires managers to 
meet new challenges for which there are 
no precedents, many managers have 
dug themselves into the holes of repeti- 
tive routine. 

My experiences of meeting 
managers in various organisations 
and at various levels, show that the 
cause of their being in ‘holes’ are 
very different. Roughly, they fall 
into two categories: those that 
began work pre-liberalisation and 
those who started after it. 

In the early 1980s when I first 
began working as a manager, I came 
across many people who said with 
great pride: "I haven't taken leave for 10 
years." Managers of that era grew up in a 
context of deprivation. There was a 
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shortage of everything: jobs, train tick- 
ets, gas, telephone connections and 
even cinema tickets! Furthermore, India 
being a monsoon dependent economy, 
many of us had even faced a shortage of 
basic food. Getting a job and working 
hard at it was a defence against the anxi- 
ety of real hardships. One of the syn- 
dromes it produced was that people 
quickly lost their professional identities 
and became 'employees' — dependent 
on the organisation emotionally. It was 
an era of being 'loyal' and following or- 
ders, not the best of climate for creative 
and innovative thinking and behaviour. 
Post-liberalisation there are many job 
opportunities and choices available for 
the amenities of life. Yet, this mindset 
has gone deep into our psyches. 

Today we havea set of younger man- 
agers who do not carry an 'employee' 
identity. They know that if they remain 
professional, there are many opportu- 
nities available to them. But, they are 
also ‘boring’. Though they might ‘freak 
out at pubs and go white-water rafting, 
they, too, are obsessed with work and 
the workplace — but for another reason. 

Organisations are under severe 
competition not knowing when a new 
technology or a cheaper country will 
put them out of business. Their cultures, 
therefore, emphasise: “deliver or per- 
ish”. It is an era of continuous downsiz- 
ing and ‘re-engineering’ and leads to the 
attitude of ‘every man/woman for 
him/herself’. This intense competition 
puts a pressure on individuals to work 
harder and longer than their colleagues 
in order to keep in touch with the latest 









BUSINESSWORLD 80 1 AUGUST 2005 


advances in their fields. 

This also causes a schism within or- 
ganisations with the older managers 
seeing the younger ones as being ‘mer- 
cenary. The younger ones work as 'pro- 
fessionals’ — clear about what they con- 
tribute and where they want to do it. 
They expect opportunities that will help 
them grow fast. This clashes with the 
mindset of ‘loyalty’ and unquestioning 
obedience held by the older managers. 
Ironically, both sets have ended up over- 
focused on a single life space — work — 
but for very different reasons. 

Another similarity shared by pre and 
post-liberalisation era managers is an 
expectation that the organisation will 
fulfill all their needs. Organisations are 
expected to provide 'fun' rather than al- 
low people time to create their own op- 
portunities for renewing themselves. 

The reality is that if they are to lead 
exciting lives, all managers should fulfill 
needs operating in five life spaces: 

ll Work: This is an important area of life 
and success here is a contributor to 
developing a strong self-worth. 
@ Partnering: People need people in 
their journey through life. One's spouse 
and friends provide emotional renewal. 
E Parenting: Covers our investing time 
in the next generation, be they our own 
children or younger people at our 
workplaces. It keeps us young and we 
gain from their perspectives. 
lil Society: Spending time with people 
who are not 'ours' makes us feel mean- 
ingful and gives us a purpose beyond 
the mundane. It energises us and lets us 
see how well off we really are. 
E Self: Consists of three areas (a) Body: 
the fundamental vehicle that has to 
sustain us through life, (b) Mind: which . 
needs to be kept agile and fresh 
through doing creative and non-rou- 
tine work and (c) Spirit: the realisa- 
tion that there is more to life than 
mind and body, that all things are 
connected and we are ultimately 
in charge of our destinies. 
Today's managers focus a ma- 
jority of their time and energy on 
the first life space — work — and 
only a little on the others. Unless 
the managers at Elmune all pitch in 
to understand what the problems un- 
derlying ‘boredom’ are, they will stick to 
their reaction of passing it on to the HR 
manager to deal with. Itwon'twork. Il 
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On the 
Internet, 
you'll find 
software 
to back 
up your 
mobile 
phone 
data, 
software 
to handle 
SMS from 
the PC... 
you'll even 
find 
software 
to install 
software 





taking 


F YOUR phone is prehistoric and doesn't 
even connect to your PC, let alone any- 
thing else — skip this. If you're the sort 
who hasnt yet explored the features that 
your phone is endowed with, approach 
this with extreme ambivalence. 

If you are the type who won't stop at just us- 
ing your mobiles features to the max, and want 
more out of the little device, explore some ofthe 
software available to add functions to feature. 
You wouldnt think twice about installing new 
software on your PC. But mobile phones are still 
seen as complete devices that you don't really 
tamper with unless it's to add the new Kajra Re 
ringtone or an Aishwarya wallpaper. I flinch at 
the very thought, but to each his own. 

Of course, one source of new functionality 
comes from what is available on your phone's 
PC suite. That's where you'll find software to 
back up and restore your mobile's data; stuff to 
sync with your PC for transferring calendars, 
contacts and pictures; convert files to compati- 
ble formats for your phone; software to handle 
SMS from the PC; use the phone as a modem, 
etc. You'll even find software to install software. 

But third-party software is quite another 
source of add-ons. Many companies are mak- 
ing software downloads for mobiles; just look 
up the manual or get onto the phone maker's 
website and the page for the model you use. 
Check the operating system (OS) it works with, 
its memory capability, and so on. You can get 








applications onto your phone via GPRS or WAP | 


connections, or by syncing it with your PC. 

If you are looking for third-party sites, you'll 
need to be sure you're downloading something 
supported by your phone series and OS— Sym- 
bian, Pocket PC, Palm OS, or whatever it hap- 
pens to be. First, check the series of phones the 
downloads are meant for. A big bulk of Nokia 
(and some other phones) models will take in 
software for ‘Series 60’. 

Many phone users won't bother about 
added applications. They prefer using their 
PDAs or notebooks for the functionality of 
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these programs. A more common reason is the 
disinclination towards increasing the complex- 
ity of the phone, or the risk of putting any 
glitches into it. 

For those who are interested, games are as 
always a big draw. Though there are adventure 
games going, it's the simpler variety that seems 
ever popular. Theres even a program that gets 
the phone to emulate the GameBoy. Other 'fun' 
downloads include templates, pictures, wallpa- 
pers, camera stuff, picture editors, mobile 
karaoke, horoscope generator, cocktail recipes 
and biorhythm charts. There are interesting 
multimedia goodies like a program to turn your 
phone's camera into a spy camera. You can send 
an SMS to the phone, and it can take a picture. 
Orit can act as a motion sensor. 

Then there's software to quickly publish 
your picture to your website and blog, a utility 
to capture stuff on the screen, media players, a 
program to set a different video to each of your 
callers, or turn your phone into a photo frame. 
There are also radio players and tuners. Smart- 
phones have more options, naturally. 

I did a spot survey of the applications that 
users found the most compelling. There was no 
one category that stood out. The simpler, more 
‘boring’ apps turned out to be more usable. I 
also got an amusing answer about an animated 
how-to-tie-a-tie program which was identified 
by one as the most useful. Also mentioned were 
currency converters, translators, car mileage 
tracker, pocket readers, more sophisticated 
time and calendar apps, map and GPS apps for 
Bluetooth-enabled phones. More compelling 
applications include messenger utilities so that 
the almost ubiquitous messengers on PCs can 
be carried along on the mobile as well. 

You can find downloads for your cellphone 
quite easily. Even a regular Google search will do 
the trick though there are dedicated sites like 
mysymbian.com, clickapps.com, mobimate. 
com, and more. It would be a good idea to read 
the review ofa utility before you take the trouble 
to download and install it. m 








Nokia 6610 


A € Traen ete a Ries a 29 Ne Mo Vash acs ee X RAS didit «we | 
Leaders rip Cel lebration Subscription Offer. 


Yes, | would like to sidieeribe for Rs. 520/- for the year subscription scheme: 
Fam enclosing my cheque/DD No. eese Dated narennmansimnnenafOt Rs 520. for 2 years on bank. ree 












branch. tmt drawn in favour of “ABP Private Limited" n T ce 
: Qr please charge the total amount of Rs 520/- to my Credit Card an 


i Cond Ne D000 anna OOD OOM card Members haies 


` M Bue 
bean. tite sane RARE HATS OKA MERLE ETA Eee m ewy 4^i&rAVhtht$aUdovtlAdavtvrLtuX^4V4 A» AAyalbytaaCtionuu ? $t 


SS MAND PMOL Rw OLR O HE Sm EMME Sem CAME E EE REMY ET EME PY VM APEIL NINE "Ne eve Edeees 


dat so 10d Oo cnn CVM. No. ICIC (ast 3 diis on the signature panel of Cord 








A pgg 
EEEE > Tel à A E A TETA EE EEE AA A E 


i 
x i it Fa 
PRANI EY EE ER AK. Penaas ia adata AN Yt ur EDs EN PER Ho PERYAAA T E EA SS NATA PE EYAPEASERSAT TAN IRN e ES CEA ER Eo uoa ROT erEve EA YO4T de EELS Pe Ha HA Mp PETES scq rn pa A i d ei ze Conn Aans 8o ebrio rv tinus ephvabat)et 22 AY A niy yasat 
S Pi Tel i 
distr üne Mobile raikan 
Eon AEE EEA Pin imandatorvy osea e LNR iouscueng apta ndun E ORO polea di bere T 


SIBDAMtUPe (mandatory ur JAE cns. Current TRAN AO. Ham) us 


4 EASY WAYS TO CONTACT US: (0 onam 2170.79 GHEY 0112370 2041 = 
DiPiease fil order form and mail alongwith cheque/DD to: The Subscription Dept. c/o Businesswarkd, Express Building 9.10 Bahader Shah Zafar Perg, Mew Deisi EES GEY 


. Special rates ard offer valid in india only Allow 6-8 weeks for processing your subscripGon. Do not send cash Winners Gable to cay taxes end ledes, Prises are Gon-Dunsfecable, cemcahable Cane vdahue cl 
(form s stbmitied, Al communiction would be addressed to the address mentioned i the foem Kavity menton your samedaddress at the back of te cheque DO. Fore withaut sighátum wil no 

posta soon asthe See & néisased in he market place. However ABP wil not be response Tor posta! delays. Avoid giving post ov of APO addresses The nublsbur cesencec the right tr 
there’ “Without giving any reason or prior notice. information regarding such cantellation/exteotionidiscontinianze vell f xweevar be published. cubsenuerniy i the magang. Oier vasd ii 31g 


COR ACT NOS: Delhi Sangeeta Biswas, Tek 011-23702170-79; Mumbai Arvind Pus TUIT 24952587. Kolkata: Axhis Dus Cagea Tek 033 d2S00745; Chennai: B. Sudhakar. Pe 0443 
Tiir Bangalore: R. Katia- Ph 080-25588127, 13588928: Hyderabad: Shanker Dasgupta. Ph O40.223 EE HT burhvesewertgdeut 























** Conditions Appt 


¥ 





MERE Dres dete waaay Ae nt eri eG ian ong Borne fedet Sal ona: BMI hed ru REGE 


$ 
: 
Y 
H 
i 
í 
i 
i 
$ 





cvogue - 


Inside the 





economy 


EG Whitman smiles for 
the hundredth time. The 
camera flashes. She hugs 
the eBay user posing with 
her, thanking him warmly. 
Her gaze shifts to the next 
person in line. One after another, 
dozens of users of eBay are lining up to 
meet the online marketplaces celebrity 





CEO. They want to talk to Whitman, | 


shake hands with her, take a photo with 
her or, simply, thank her. Whitman 
obliges them all. The smile flashes again 
and again, followed by friendly words, 
andlots ofbody contact. There is no hint 
of tiredness on her face. No signs of 
boredom, either. She seems genuinely 
pleased to meet everyone on that line. 
On this day, over 11,000 eBay users 
have gathered at San Jose, US, for what is 
popularly called eBay Live. These users 
buy and sell lots of stuff quite regularly 
on ebay.com. Some of them make a liv- 
ing doing this. They meet every year to 
share tips, learn more about doing busi- 
ness on eBay, network with other users, 
and generally have a good time. There 
are classes, stalls and lounges. There is 
also fun, food and frolic for the ever- 
growing community. There are 150 mil- 
lion eBay users all over the world. If 
members of the eBay community 








formed a country, it would be the sev- 
enth largest in the world. Whitman 
manages to meet only about 150 mem- 
bersin the morning. Othertop eBay offi- 
cials like Bill Cobb, president, North 
America, will meet more later in the day. 

Its fairly obvious why Whitman is 
trying to charm members of the eBay 
community. They have always been the 
key to eBay's phenomenal success. In 
1995, Pierre Omidyar, then a software 
engineer, developed an online trading 
system for people to buy and sell things. 


Two thousand users signed up, 6,000 


items were listed and 10,000 individual 
bids were placed in the very first year. 
Encouraged, Omidyar quit his regular 
job and took to running eBay fulltime. 
Today, eBay is one ofthe most popu- 
lar online marketplaces where users can 
buy and sell almost anything. About 150 


million members have listed millions of 


items — cars, toys, collectibles, paint- 
ings, antiques, literally everything under 
the sun — for sale in more than 50,000 
categories on ebay.com. Once, even a 
$4.9 million Gulfstream Jet was sold on 
eBay. This year, the community mem- 
bers are likely to buy and sell goods 
worth $40 billion. eBay will make a 
profit of $1 billion by facilitating those 
transactions. And it is the eBay commu- 
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nity that has made it all happen. 
Whitman knows that. But there is 
also a less obvious reason behind her 
charm. eBay, one of the world's largest 
and most admired Internet businesses, 
has two distinct forms. eBay the com- 
pany, represented by the popular Whit- 
man and her team. And eBay the com- 
munity, represented by the people who 
lined up to meet Whitman. And increas- 
ingly, it is eBay the community, not 
Whitman or eBay's board of directors, 
that is influencing the course of the firm. 
Over the last few years, an intricate 
balance of power has been struck be- 
tween eBay the company and eBay the 
community. And eBay Live is a rare op- 
portunity to observe, understand and 





EBAY 


eBay is not just a company. It is also a community. How well the 
corporation and the community interact with each other will 
determine the future of this online marketplace. By M. Anand E 


analyse the unique way in which the 
two interact with each other, shaping 


each other's destiny. The success of | 


these interactions, more than any com- 
petition, will determine the fate of this 
corporation, which is worth $47-billion 
on the market. 


T eBay Live in San Jose, John 

Crocker is waiting to meet Whit- 
man. Crocker is an unusual sort ofa per- 
son, slightly eccentric. Today, he is wear- 
ing his life on his T-shirt. Pictures of eBay 
events, eBay merchandise, logo, and 
even Whitman and Omidyar, are 


w CE0 Meg Whitman: Charming 
eBay's large community 


| 


| 


printed on it. eBay is his life. He depends 
on it for his living. He is an eBay Gold 
Power Seller. He sells antiques, post- 
cards, paintings and collectibles on the 
site. He also helps a lot of others sell a lot 
of their stuff too — for a fee. He used to 
work nine to five as a retail manager. The 
rest of his wakeful hours were spent 
eBaying. "Its an addiction," he con- 
cedes. Last year, Crocker quit his job to 
become a full time eBayer. Now, he 
spends 12 to 15 hours every day on eBay, 
doing business worth $60,000, which he 
hopes to take that up to $100,000. As 
Crockers turn to meet Whitman comes, 
he takes two steps forward and utters 
two soft words — 'thank you. 

There are at least 500,000 entrepre- 





BUSINESSWORLD ] AUGUST 2005 


neurs like Crocker, for whom eBay is a 
big source of income. These entrepre- 
neurs are online auctioneers and shop 
keepers on the eBay site. They source 
their merchandise from all sorts of 
places and sell them on eBay, mostly for 
a nice profit. The huge traffic that eBay 
attracts helps their business. But Omid- 
yar never built eBay for such entrepre 
neurs. He created eBay for ordinan 
people to buy and sell ordinary stuff, like 
his own broken laser pointer which he 
sold for $14 on eBay. He never intended 
the site to become a source of livelihood 
for thousands of professional entrepre 
neurs. In fact, for many years, the eBay 
team had no clue that such entrepre- 
neurs were thriving in the eBay econ- 
omy. How Whitman and her 
team discovered their exis- 
tence is an interesting story. 

In the early years, the eBay 
website was prone to crashing 
every now and then. But some- 
one would get it back up again 
soon enough, without worn 
ing unduly. Sometimes, eBay 
officials would put limits on 
how many items every user 
could list. (How stupid, eBay 
officials concede now!) But still 
the website would fail. Then, 
one Thursday in June 1999, the 
website not just crashed, but 
disappeared. For the next three 
days, eBay did not exist. The 
community was outraged. 
About 30,000 to 50,000 emails 
came in everyday demanding 
immediate action. “That was 
when we realised that eBay 
wasnt just fun anymore. This 
had become people's business. 
Without eBay their incomes 
were affected,” recalls Jim Grif- 
fith, dean of eBay Education 
and one of eBay's oldest and 
most colourful personalities. 
That realisation prompted 
Whitman to overhaul the web- 
sites architecture in order to 


vogu 
make it scalable and robust. 

The story underscores a simple 
point. eBay, the company, never really 
understood its full potential as an online 
marketplace as well as eBay, the com- 
munity, did. It never saw eBay as a 
breeding ground for thousands of en- 
trepreneurs. The community did. Even 
in those early years, the community was 
shaping eBay's destiny much more than 
the corporate ever did. 

There is another story to prove this. 
When the first car was listed on eBay, 
Griffiths immediate reaction was: “This 
will never fly. You can't sell a car on 
eBay!” But the eBay community be- 
lieved in the power of this online mar- 
ketplace. Slowly, more cars got listed. 
And as eBay did not have a separate cat- 
egory for cars, these popped up in the 
toy cars category! Yet they were being 
sold. It was only later that the company 
woke up to the potential and created a 
category for cars. Now, cars sales on 
eBay are more than $10 billion. “We did 
not have the vision. It was the commu- 
nity that was smart," concedes Griffith. 

It is now an accepted fact that the 
community gives the cues for the com- 
pany to start new categories on the eBay 
site. Health, beauty and gardens were 
started based on community feedback. 
Not surprisingly, these are among eBay's 
fastest growing categories. “Our cate- 
gory growth has come from the com- 
munity," says Rajiv Dutta, eBay's CFO. 

Quite often the community has also 
spotted dangers much before the com- 
pany. For example, a few years ago a law 
was passed in North Carolina requiring 
all auctioneers to register with a board. 
This could have made it very difficult for 
many to trade on eBay. Community 
members spotted this new law first and 
started lobbying against it. The com- 
pany got into the act much later. 


OBODY understood the dynamics 

of eBay as well as the community 
did; not Omidyar, not co-founder Jeff 
Skoll, and not even Whitman. In fact, af- 
ter a few interactions with Omidyar and 
Skoll in 1998, Whitman initially declined 
to join eBay. One reason was she was 
based on the east coast of the US and 
eBay was headquartered in San Jose on 
the west coast. She was living with her 




















husband, a neurosurgeon, and two 
teenage kids. But part of the reason was 
about what she told Omidyar and Skoll: 
"I know it is a cool idea. But frankly, I 
don't understand what you do." 

But a few months later, Whitman's 
husband decided to take up a job on the 
west coast. It was then that Whitman 
decided to join eBay. Now most agree 
that she was the best thing to have hap- 
pened to the company. 

Investors, too, had a similar problem 
understanding the eBay business 
model. During eBay's pre-IPO road- 
shows, Griffith recalls that most in- 
vestors would ask Omidyar and Whit- 
man one question. "Do you mean to say 
thatone stranger will send money to an- 
other stranger over the Internet and ex- 
pect the stranger to ship the product he 
wanted?" Each time Omidyar and Whit- 
man would nod their heads and say 
yes. Omidyar would sum it up with his 
oft-repeated line — people are basically 
good. At that point, most venture capi- 
talists would politely bid goodbye 

Dutta recalls one particularly trying 
meeting with a few investors at the Ritz 
Carlton, Boston, US. After hours of per- 
suasion, the investors failed to under- 
stand the eBay business model. Frus- 
trated, Dutta wound up the meeting 
with a curt statement. "You have too lit- 
tle time and make too much money. You 
will never understand eBay." On his way 
out, Dutta was accosted by the hotel's 
doorman. He shook hands with Dutta, 
thanked him profusely and shared this 
tale: "My wife sells a lot of stuff on eBay. 
We have been able to pay off our mort- 
gage and buy a second house with what 
she earns through eBay." That incident 
lefta deep impact on Dutta. It made him 
realise that no one understood the spirit 
of eBay better than the doorman and 
other such community members. 

This anecdote highlights another as- 
pect of eBay's business model — the 
conflicting interests of the doorman 
and the investor. The doorman would 
like to make more money on eBay while 
the investor would like to see the door- 
man pay more fees to eBay. 

That is why, despite the charm she 
exudes, even Whitman has her prob- 
lems with the community. eBay's busi- 
ness model is bound to brew a conflict 
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How eBay’s 


DNA was 
created 





of interest between the community and 
the corporation. One such confronta- 
tion happened this February, soon after 
analysts had expressed concerns that 
eBay's phenomenal growth rate was 
slowing down. Fourth quarter results 
failed to meet Wall Street's expectations. 
The stock price dropped sharply, but re- 
covered later. Perhaps, that is what 
prompted eBay to raise user charges. 
On 2 February, eBay increased fees 
from 17 per cent for lower-priced items 
to 45 per cent for auctions above $500. 
As eBay's stock price shot up on the 
news of the hike, Deutsche Bank raised 
its investment rating to ‘buy’. Wall Street 
was happy that eBay was now getting its 
community to pay more. But the eBay 
community was enraged. This was the 
third hike in four years. eBay's message 
boards were on fire. Whitman person- 
ally received 10,000 to 15,000 angry 
emails. Eventually, some of the in- 
creases were rolled back in various 
forms. "We did not take the community 
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for granted. But our channels with the 
community were not fully open. And we 
did not communicate the full value of 
the hike,” explains Griffith. Four months 
later, most of the acrimony of this inci- 
dent had been washed away. 

The February uproar, however, 
highlights the fragile nature of the rela- 
tionship between the company and the 


* community. Till a point, the two would 
] feed each other's growth — the commu- 


nity more so than the corporate. But 
there exists a threshold beyond which 
one can grow only at the expense of the 
other. That threshold was tested briefly 
in February. But it is Whitmans job to 
ensure that it is never breached. 
eBay's revenues and profits come 
from its community's pockets. Whitman 
has to maintain a delicate balance. That 
is perhaps why she describes eBay as an 
intersection between commerce and 





. community. The company exists to - 
“serve the community. ButWhitmanalso | 


has to ensure the organisation makes | 


profits, gives out dividends, and meets 
shareholder expectations. The only way 
to do that is by serving the community. 


In fact, the passion and loyalty of the | 





eBay community is what has kept rivals | 


like Amazon and Google at bay. 
But, over the years, the eBay com- 


| they have been constrained by the eBa 


munity has grown humungous and di- | 
verse. eBay is present in 25 countries | 
and $6 billion, or 15 per cent oftradeon | 
eBay, is cross-border trade. (Inciden- | 


tally, in India too, eBay entrepreneurs | 
| bers, "ebay.com will remain the founda- 
preneur, BW, 27 June, 2005). Under- | 


are flourishing — see ‘The Indian Entre- 


standing the entire community is be- 
coming more and more complex. 


And what if the community deserts | 
the company? What if it grows disen- _ 


chanted? "Without the community, 


| strength of the corporation, this was a 


eBay is dead. That is a scary scenario for — 


us. We worry about it all the time. We are | 
always wondering how we can prevent | 
that from happening," says Dutta. He | 
doesn’t have any answers. But that night _ 
| Suchisthe power of the community. @ 


at eBay Live, Whitman and Cobb do. 
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| means, in some cases, off the eBay mar- | 























































HITMAN is greeted with electri 
fying applause. She has just taken | 
the stage at the HP Pavilion. The carni- 
val atmosphere inside is a riot of colours - 
— red, blue, yellow and green — eBay's 
corporate hues. Minutes ago, acrobats 
suspended from the ceiling on thin: 
wires were performing with rock mu 
blaring. Soon Whitman is set to be 
her keynote address. This is touted 
one of the highlights ofebay Live. ` 
As Whitman begins to read ou 
lines from inconspicuously placed 
prompters, you can tell she is playin 
the gallery. For the next 45 minutes 
and Cobb announce a lot of goodies. 


every announcement, Everyone in t 
packed house appears to be rootin 
Whitman. They are cheering her. She 
in charge. Or is she? 
Everything in the atmosphere sug 
gests the balance of power rests w 
Whitman — everything, except on 
nouncement that Whitman and 
make — the launch of ProStores. 
a web storefront solution tha 
members to set up their own oi 
stores independent of eBay. The co: 
pany will build these stores, maintain 
and run it and even provide traffic luring 
tools in return for a monthly licence fee | 
and a transaction fee. ; 
This is a drastic step for eBay. If eBay. | 
were a physical mall, ProStores would 
be the equivalent of helping the tenant 
shops build their own stores outside the 
mall. Many large eBay sellers admit tha 





platform. In fact, over 30 per cent € 
eBay-store owners already have ind 
pendent stores outside the online m 
ketplace. With ProStores, eBay is trying. 
to ensure it does not lose more mem- 


tion of the company. But we want to 
continue to help sellers grow even if that 


ketplace,” she told the audience. 
On an evening that showcased the 


grand admission ofits vulnerability. The 
company desperately needs the com- 
munity. It has to seek new ways to serve 
the community, even ifit means moving 
out of the boundaries of the eBay brand. 





BROWSING 


Moninder Jain 
Country manager 
Logitech India 


IAM reading THINKING INSIDE 
THE BOX: 12 Timeless Rules For 
Managing A Successful Business by 
Kirk Cheyfitz. The title was provoca- 
tive, compared with the oft-heard 
line. [have seen recent examples of 
people justifying and even glorifying 
their reckless acts by saying that they 
“are thinking outside the box”. The 
book is a must-read for executives 
and entrepreneurs who get carried 
away by the “spend recklessly now, it 
will hopefully pay back sometime" 
philosophy which has shaken the 
foundations of many companies. The 
dotcom bust, the scams — they are 
all a result of short-term thinking and 
thinking well outside the box. 
Management books are my 
favourite apart from Paul Coelho and 
Robin Sharma . Sometimes, it's Tintin 
(Lown the entire collection) or Calvin 
& Hobbes whenever I need a laugh. Il 


ALERT 
NICE GIRLS DON'T GET RICH 


By Louis P. Frankel 
(Warner Business Books) 


N IR NICE girls aren't pushy. 
Nice girls wait for Mr 
Right to rescue them 
and ensure their finan- 
cial future. The author is 
out to prove all girlhood 
dreams false and re- 
place the stars in your 
eyes with dollar signs. The advice is 
rather pedestrian, but it could help 
young women strugging to be inde- 
pendent and make ends meet. E 


Mistakes 
Make with Money 
Lots P Frankel, PhO 


MAGANDEEP SINGH 








ERE'S a riddle: what's rich, 
coloured and on every rap 
star's list of things to include 
in his next video? If you said 
Jennifer Lopez, then both 
you and I are wrong! It's co- 
gnac. (And yes, that wasn't a very good 
riddle.) I recently got the opportunity to 
leaf my way through what would like to 
term as the most passionate ode to co- 
gnac in print. Kyle Jarrard is possibly the 
Abou Ben Adhem of cognac and it 
comes across so sincerely; but more on 
the book first. 

The problem with most such ac- 
counts is that most people don't know 
where and when (which time 
era) to start with, which 
bits to leave out and which 
to include, all at the ex- 
pense of having a book 
that paints a fairly com- 
prehensive picture with- 
out seeming to drag on 
forever. Here, we have a 
rather well-managed state 
of equilibrium. It didn't 
seem very relevant at first 
(why is he discussing rocks 
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Ode to a 


from before-fossil eras?) but as the 
tempo picked up, I realised that it was all 
necessary to understand the peculiar 
development of cognac. By chance, | 
happened to be travelling in the region, 
and | was thankful that Mr. Jarrard’s 
account had acquainted me well 


| enough with the area to have an idea of 


the hows and whys. 

More importantly, it helped me un- 
derstand why one would be so willing to 
pay so much for an exquisitely-crafted 
cognac. As a beverage, cognac is not 
about an industrial formula applied in 
technically stimulated and controlled 


|! environments but, rather, an artisanal 


method that developed over time and, 
as the purists maintain, is yet to be per- 
fected. This beverage 


COGNAC 


The Seductive Saga 
Of The World’s Most 
Coveted Spirit 


By Kyle Jarrard 


John Wiley & Sons 


Bulldozed dreams of 


HIS is where evangelism meets 
T2 The latest book by 

Ken Blanchard, a marketing con- 
sultant who also heads a non-profit 
ministry that inspires people to "walk 
their faith in the marketplace", brings 
the persuasive skills of a tele-preacher 
to bullet-pointed business basics. 
Through unwavering customer focus, 
Blanchard proposes to create “raving 
fans" who would make *the cash regis- 
ter go ca-ching". 

CUSTOMER MANIA (Harper Collins) 
focuses on Yum! Brands, the spinout 
from PepsiCo that owns the KFC, Pizza 
Hut and Taco Bell restaurant chains. 
This 33,000-outlet, 840,000-employee 
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giant clawed back into fast-growth terri- 
tory around the turn of the century. The 
book is largely a case study by Blan- 
chard and co-authors Jim Ballard and 
Fred Finch that shows how it did so on 
the traction of customer satisfaction. 
But a worry creeps in towards the 
middle. There is a scorecard rating the 
different processes at Yum!. The 
company, which has an employee 
recognition scheme called the 
Magnified Customer Mania Bulldozer 
Award, has scored its lowest on 
'treating its customers the right way'. 
And, just 53 per cent of its restaurants 
have clocked a perfect 100 on 
CHAMPS, a score Yum! managers have 





eae 
RAGE 


~ «has stood the test of time: 
world wars, trade wars (I liked 
^. the bits about the Chicken 
J wars and Martini wars), ñinan- 


cial highs and lows, currency 
fluctuations, partial treaties 
and regulations, cheap imita- 

s, phylloxera and other 
and every war 
it — every sort of damage 
is inflicted upon this bever- 
etit resurfaced, reformed and con- 
d to evolve, develop and dominate 












the » markets and palates of the world. 


Cognac: The Seductive Saga Of The 
World’s Most Coveted Spirit starts with a 
soil analysis of the area in question from 
the Cretaceous Era right up to the Cam- 
panile Era. Now, 135 million years may 
seem like excessive history to get into, 
but itis but a recent chapter in the his- 
tory of earth, and, of course, the region 
of Cognac. For the interminably impa- 









tient, skip a couple of chapters and you | 


will find yourself bang in the middle of | 
the 1300-1600 era, when France and | 
Britain didn't exactly do much to hide | 


their hatred for each other. Perhaps it 


was the crucial location of the region, | 


but each time the two countries went to 
war, the port cities along the western 


| 
| 
| 
| 
| 
| 
| 


KYLE JARRARD is a senior 
author of two novels. Jarrard 
has lived in France for over 


belt (along with Cognac but, of course) : 
| were the pictures. 1 would want: 


exchanged ownership. 


Of more recent interest, the book | 
looks at some major players in the co- | 
gnac market (Hennessy, Delamain, Paul | 


Giraud amongst others) and how they 


have managed their strategies to oper- | 
ate in a constantly changing interna- [^ : 
tional market. It is interesting to seehow 
each looks upon the market, its product [2 


and its respective placement. 


The book also sheds light on the | 
making of cognac — something that | 


even wine-making schools leave out. 


The reason: wines meant for cognac — r 
low on aromas and alcohol — wouldn't t | 
make it big as table wines. Distillation, a | 
| joy this book like a vintage barrel that | 


process not too unknown to the Egyp- 


tians (and to even us Indians), isa com- _ 
pletely different game. Limousin oak | 
(something which regular wine-makers | 
avoid, as against Allier oak) is used to | 


flavours and rounded finish. 


were many more photos, and in vi iS 
| colours. Maybe there's a good reason - 




















give cognac its characteristic colour, . 


There is no dearth of facts about 
gnac to be found in. thi is book, soe 
you don't remember whic | 
ficer saved C ognac during Wc 
you can use it to impress a M 
ease in identifying cognac variet 
finer appreciation nuances. 

One thing which 1 did find lack 


book for myself and also as an. ideal 


for friends. | would have loved it if u 


o sey oo) to seu the ane tori rial ap od 


ide sit back with a La good Bort e sand en: 





has come of age. 
— Magandeep Singh is isa aqualifi ed 
sommelier from France 


. | One wonders whe 


— when one | 


| P esee Blan- 
a chard! s final 


dream. init, heen | 


visions the ideal 
|. Jeader as Mother 
feresa-like.. who. 
wouldn't care about. 
c “wealth ör status. 
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"I OR once, the Communists have no com- 
plaints. Even they have no doubt that they 
have won. Public sale of a mere 10 per cent in 
BHEL has been abandoned by the govern- 
ment. Now all public enterprises are safe. 

The finance minister and the Prime Minister fought 
hard in favour of disinvestment. Known for his concilia- 
tory inclinations, the PM did not give in on this issue. He 
fed his recalcitrant partners sambar, and offered to spend 
the money collected from disinvestment on the Left’s 
favourite programmes. But neither vittles nor shekels led 

. . him to the way into the red heart. His Leftist allies went 

-. aver his head to Sonia Gandhi and stopped disinvestment 
-in its tracks. The defeat is so decisive that it is unlikely that 

le gove nment will be able to 

reverse it in the future. 

Having tasted blood, the 
Left has got bolder. The PM 
was given an honorary degree 
by Oxford, the University that 
gave him an earned doctorate 
almost half a century ago. For a 
man of his intellectual stature, 
this is a greater honour than 
Premiership — although he 
had better not say that in the 
earshot of our armchair na- 

-- tionalists. So he burnt mid- 
^: night oil again and crafted a 
speech that was suitably wide 
ranging and panoramic: he ac- 
knowledged Britain's contribu- 
tion to making India what it is 
today. He might have expected 
brickbats from Sushmas and Sudarshans.That tribe did 
not spare him; but the unkindest cuts came from Left in- 
tellectuals. Their idea of an ideal speech for that occasion 
. Was to berate the British for all their errors and atrocities 
.. from the day they arrived till they left. No wonder none of 
. them has yet received an honorary degree from their 

. British alma maters; they cannot be trusted not to break 

into awar dance in the middle ofthe convocation. 

Their antics are so infectious that the PM also fell to 
> the occasion and told them not to teach him patriotism. 
. He won the applause of those — most of them his friends 
_ and admirers — who are tired of the Left's grandstanding. 
- But chagrin i is not strategy. It is not in the PM's style to 





erpetual smile and unending patience, a man who 

_ thinks that the most difficult political problems can be 

> solved by sitting behind closed doors and talking. He 

must find a1 vay of dealing with his Left allies that is more 
in consonance with his own style. 








E scrap publicly, least of all with allies. He is the man of the | 


The Prime Minister should 
realise that he is the Left’s class 
enemy and that it is his duty to 
give them an excuse for a fight 





MURIS itii p rina ASR MA Ak tr pt m A M patata aA anami 


This is not difficult as far as disinvestment is con- 
cerned. It should be clearto the PM that communist trade 
unions are the bedrock of the Left; it will defend and ad- 
vance their interests with all the power atits command. 
Both private enterprise and competition are anathema to 
Left-style trade unions; they thrive best when enterprises 
are owned by governments, especially the Central govern- 
ment. So as long as it survives on the support of the Left, 
the Congress might as well forget about disinvestment. 

One can also argue that disinvestment i is not a vital in- 
terest of the Congress. Mann ohan Singh invented disin- 
vestment, in BUE sense of sale oF ener share i in a 






: duce c oncern for profits and 
| efficiency in the enterprises' 
management; but it is neither 
necessary nor sufficient. Public 
enterprises are spurred to im- 
prove more by competition 
than by private equity interest 
— especially since the govern- 
. ment has not given private in- 
- terests representation in PSUs’ 
boards. 
So all that disinvestment 
| doesi isto bring some cash into 
| government treasury. But it is 
| not revenue, it is a one-time 
credit, and it does nothing to- 
improve state finances. On the 
contrary, one can argue that all finance ministers starting 
with Manmohan Singh have used disinvestment to post- 
pone correction of fiscal deficit. 





E herefore, no vital: economic principle isinvolvedin * © 


disinvestment, and the PM should not be too dejected at 
having had to give it up. He might as well forget it as long 
as he is an. ally of the Left. 

Even if he does, however, he should consider if he 
should not keep the issue alive. The PM, in his poca 
edness, may think that he shoul id make the Left. 
happy as is humanly possible. But he sh 
humans have their limitations. If anythin 
the public behaviour of the Cx mmunists, itis their deifi- 
cation of conflict; class v i 'd duty: for them. That 
means that their bad ten ld is high: that what- 
ever happens, they will. 1 to attack the govern- 
ment. If so, it is the duty of th government to offer them 
something to attack — an disinvestment , which has be- 
come a non-issue, is a good issue to drive them crazy. BI 
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LITTLE DROPS OF WATER MAKE THE MIGHTY OCEAN 


Allow us to present our Systematic Investment Plan (SIP), which lets you invest as little as Rs1,000^* every month 
A discipline that could turn a tiny drop into a mighty portfolio. Start investing today in our various funds 


IL 


HSBC Mutual Fund | SBC 
www hsheinvestments.co. in 


























For more information calb » Mumbai 3666 8319 New Delhi 5149 0719 » Bangalore 27 
* Hyderabad 5573 9805 06> Gujarat Ahmedabad 98983 77319 - 21 + Vishakapatnam Andhra | 


ASDC coin 





write to us at hsbemfia: 


*SIP is available in all our funds. You can open an account by putting in a minimum of 6 monthly cheques of Rs JOO- or a minimum of 2 Quarterly cheques of 
Rs3000/- in advance. Auto debit facility is also available in select cities. For details, contact us or your investment advisor. 





investors may obtain Offer Documents and Key Information Memorandums along with application forms from the office of HSBC Mutual Fund, 52/60 
Mahatma Gandhi Road, Fort, Mumbai 400 001. Tel: 022-2273 4343. Statutory Details: HSBC Mutual Fund has been set up as a trust by HSRC Securities and 


Capital Markets (India) Private Limited (lability restricted to the corpus of Rs! Lakh}. The Sponsor / associates of the Sponsor’ Asset Management Compan 


Vi 
(AMC) are not responsible or liable for any loss or shortfall resulting from the operation of the Schemes. The Trustees of HSBC Mutual Fund have appointed 
HSBC Asset Management (India) Private Limited as the Investment Manager. Risk Factors: All investments in mutual funds and securities are su i 
risks and the Net Asset Value (NAV) of the Scheme(s) may go up or down depending on the factors and forces affecting the securities markets. 


biect io market 
Piara mar bas 
Phere can be 





does not indicate the future performance of the Scheme(s) of the Mutual Fund. Terms of Issue: Units of the Scheme(s} are being offered at NAV based prices. 


t 
Applicable NAV. Load Structure for SIP: Where each installment of investment is Rs 25 lakhs or below: Entry load of 125 in case of investments into. HS! 
Equity Fund / HSBC India Opportunities Fund / HSBC Midcap Equity Fund. Exit load of 1.25% 1f such amount is redeemed / switched out of the Scheme within 
2 years from the date of the relevant investment. Where each installment of investment is more than Rs 24 lakhs: Entry load of 2.25% on each investment. Exit 
load of 1.25% if such amount is redeemed / switched out of the Scheme within 2 vears from the date of the relevant investment. Load in case of investments bx 
Fund-of-Funds (FOF) Scheme: No load (entry/exit) will be charged by the Schemes of HSBC Mutual Fund under this Offer Document, on the investments 
made by Fund-of- Funds Schemes launched by mutual funds. The entry / exit load set forth above is subject to change at the discretion of the AMC and such 
changes shall be implemented prospectively. For load structures of our Schemes, kindly contact your nearest Investor Service Centre. Please read the Offer 
Documents for details and risk factors before investing. CONTRACT HSBC. HIOA 
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The era of traditional copiers has come to an end. Introducing the versatile HP LaserJet 4345 printer based multi-function device at a 
breakthrough price that rivals the cost of contract laden ordinary copiers which are service intensive and expensive. At 45 ppm, it delivers 
double-sided printing and digital copying, scanning, colour digital sending and faxing in just one machine - all that you need for your 
working environment. The low cost of ownership fits HP Laserjet 4345 MFP series comfortably between shrinking budget and growing 
workload. So, break away from the constraints of traditional copiers and simplify your business with HP LaserJet 4345 MFP series, today! 


HP LASERJET 4345 
MFP SERIES 


Rs. 1,55, 000° oa 


* Up to 45 ppm 

20 GB HDD for job storage 

and password printing 

256 MB RAM/533 MHz processor 


* 50 sheet reversible automatic 
document feeder 
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HP print 






* Duplex print/copy* * cartridges 
* 33.6 KBPS fax modem* * 
* Colour scan to e-mail 3030 4499 OR 





1600 444999 
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* 2,00,000 page duty cycle 
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Models: HP LaserJet 4345/4345x MFP 
| Wih certified service and genuine parts, HP Care Pack adds more value to your warranty. Insist on one today. 


3030 4499 (from Mobile) or 
1600 444 999 (from MTNL/BSNL line) 


www.hp.com/in 





vitesh.sharma@hp.com 








"Est. street price, taxes extra. **Optional in some models. “Fax is not a standard feature on all models. Accessories shown may not be a part of the standard equipment. 
©2005 Hewlett-Packard Development Company, L.P. Di pin tc it t ini 
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HINDI MASS CHANNELS KA 


BAADSHAH KAUN? 





Having established itself in the No.1 position in Hindi cinema genre for 10 years, Zee Cinema is fast becoming 
India's No.2 Hindi mass channel. Zee Cinema's channel share has increased to 5.596 while the average weekly 
reach has climbed to 5896. Zee Cinema leads Sony on weekends, afternoon and evening time bands. Zee Cinema's 
weekly GRPs shot past Sony in the last 17 out of 29 weeks. Zee Cinema's average time spent has increased to 
47.59 minutes whereas, Sony's has remained the same. Zee Cinema exceeded 190 GRPs eight times in the last 


29 weeks. With numerous brands riding on Zee Cinema's new status, isn't it time you did the same? 





WWW.zee-cinema.com Source: TAM data; TG: CS4+; Mkts.: HSM MOVIES. MASTI. MAGIC 
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Pricing Policy 
Oil and petroleum minister Mani Shan- 
kar Aiyar’s dilly-dallying on a pricing 
policy for auto fuels is not justifiable. 
During a recent trip to Norway and 
Russia, I was struck by their pricing 
philosophy of auto fuels. Fuel is dearly 
priced in Norway, whereas it costs 

only Rs 22-24 per litre in Russia. Asa 
result, the vehicle population is high 

in Moscow. Though it has an efficient 
and affordable public transport sys- 
tem, traffic jams are common. The problems in India are 

very similar to what I saw in Russia, and seem to be a fallout of a confu- 
sed fuel pricing policy. Aiyar would do well to evolve a clear policy soon. 


Ashok Datar, vía email 
T M—MMM— O 


HOMING ON RENEWABLE FUELS 
Ashok V. Desai's observation that the 
hydrocarbons India needs are mostly 
abroad is quite valid (‘An Energetic 
Peregrinator, BW, 27 June). He has 
appreciated Mani Shankar Aiyar for 
running from pillar to post to partner 
with countries which will supply it. 
surprisingly, nothing has been heard 
about Aiyars initiative to explore the 
vast potential of renewable energy 
sources like bio-diesel in our own 
country. It is essential to emphasise on 
producing fuel from seeds of Jatropha. 
M.C. Joshi, Lucknow 





However, one must not overlook the 
fact that the airline industry in India is 
built on a very shaky foundation. 
Unless we highlight and take corrective 
action, it is bound to result in a disaster. 

With the current boom in air traffic, 
the airport in Bangalore has begun to 
resemble a bus stand. The scenario is 
almost the same, if not worse, at other 
airports across the country. Are Indian 
airports designed to handle so much 
traffic — aircraft and passenger? No. 
Right from ‘passenger amenities’ and 
baggage handling to space for run- 
ways, there is no clear roadmap on 
how airports can expand to handle the 
growth in traffic. Air travel might be 
cheap, but with poor airport facilities, it 
might come at the cost of many lives. 
Hemalatha Rao, via email 


CASTLES IN THE AIR 

Every newspaper and magazine is 
praising the airline industry — even its 
services are lauded (‘Of Airport Cops 
and Aviation Safety’, BW, 27 June 2005)! 


CUT TUUM IT m tet ttre ronan TET a esos 


AN EYE-OPENER (E 
Being a woman, | feel very strongly 
about gender discrimination. Niranjan 
Rajadhyaksha's column (A Malady And 
Gender Justice, BW, 25 July) on low sex 
ratios’ possible link with hepatitis B 
provided new insights. It highlighted 
the need for mothers to be healthy and 
free ofthe hepatitis-B virus. However, 
in India, gender discrimination 
persists at a basic level; we have to do 
away with the social stigma. 

Apama, posted on BW website 


Write in at | 
editor@bworldmail.com 





BUSINESSWORLD 4 8 AUGUST 2005 


d here for illustrative purposes only and may differ from that on the actual product 


&erved. Nokia and Nokia Connecting People are registered trademarks of Nokia Cor 
ust 


ht © 2005 Nokia. All 
isualizations and Ser 


Today a step. Tomorrow the world. 


my "hen you have a passion for success, things fall in place all by themseives. NOKIA 
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this issue 





cover story se| The Indo-US Paradigm 


Manmohan Singh's visit to Washington has resulted ina breakthrough in bilateral relations with the US. 
It promises a fascinating partnership in the 21st century. But what are the challenges ahead? 


Charm Offensive It is style, not substance which will determine the direction of Indo-US ties. 
Interview An exclusive with Ashley J. Tellis, the man behind Bush’s bold India initiatives. 


Ashok V. Desai What has India forgone to pry open the door to US technology & equipment? 


X 


‘Honda Labour Unrest | .. Business & Change 





. JEN. Will the growing spectre of How can firms create 

ioe Se trade unionism prove to be | transformational change? 
Gurgaons undoing? The recent | The BW Round-table XII 
events throw enough pointers saw some of India's best 
towards this. | discuss the question. 

« Policemen fearing a public The BW Roundtable » 
26; backlash patrol in Gurgaon speakers at the event 
Mumbai Deluge A stark picture of helplessness. Yuan Revaluation Its seen as a move to please 


ied the US, but China's change serves more domestic purposes. 
Fire At Mumbai High The fire in ONGC’s oil 


processing rig has already cost about ten lives. It's a double The RMB Effect With the revaluation of the Chi- 
whammy. Both the country and ONGC stand to lose. nese currency, what is in store for India and the rest of Asia? 
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26 | Q&A Harvey Bale rep- 
resents Big Pharma, a lobby 
the Indian generics industry is 
up against. He speaks on 
patents in India, and more. 


Harvey Bale: He reiterates > 
the need for innovation 


28 Telecom Essar Teleholding’s buyout of BPL 
Communications promises to change the industry in many 
ways. That is, if it clears the regulatory hurdles. 


32| Andy Law His new ad agency is a radical concept. 
But will he be able to pull it off? 





IN VOGUE 


so| Caveat Emptor 


His first book is a bestseller that has 
been translated into 25 languages. His 
work has given birth to a new disci- 
pline: retail anthropology. Global re- 
tailers seek out his advice. But what is it 
that Paco Underhill does? 





— 4 Underhill: Shopper snooper 


64 | Bookmark More missives from the king of GE, Mr 
Jack Welch. And intriguing questions about Mangal Pandey. 





ARBOR MENTIS 
53 | Subroto Bagchi Great vision is not 


only about audacious goals, but about one goal 
that involves a committed leader. 
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Web Exclusives —— 


A A look at the clinical trial management programme 
that attempts to professionalise clinical trials. 


A Stock Sense: The rains in Mumbai. Then, the fire at 
Bombay High. What will the impact be on equities? 
Fine Print: Ranjeev C. Dubey gives a lowdown on 
data protection in Indian law. 


Log on to www.businessworldindia.com 











Growth and governance 


AST week, a day of rain took India’s commercial 
capital out of action. Then a fire took down one 
of its most productive oil rigs. Also, labour 
trouble broke out in one of its fastest growing 
industrial hubs, Gurgaon, and assorted 
politicians were quick to get to the scene and fan the unrest. 
Hundreds lost their lives or limbs in all this. In the middle of 
all this, Sensex kept climbing one peak after another. 

Just another week in a long-running story — one of the 
world's fastest growing economies trying to push ahead with 
all its might, amid signs of decaying governance all around. 
The present and past governments of Maharashtra bear 
responsibility for making India's business capital an apology 
ofa city, which can't even withstand a day's rain. The Left, 
smacking its lips in anticipation a | 
as labour unrest rears its head in ; | 
north India's auto-belt, may soon Bu sinessworld | 
have to bear responsibility for ' " o^] 
replicating West Bengal's 3 
industrial barrenness elsewhere. 

So far, the strength of India's 
economy has created new 
strategic options before it. The 
recent agreements signed 
between India and the US 
suggest that it has begun to 
exercise some of those options. 
The India-Pakistan framework that used to shape India's 
relationships with the rest of the world is slowly being 
replaced by the India-China framework. 

There are opportunities in this, as well as dangers. There 
are some areas where India’s interests overlap with those of 
the Chinese, and a lot of areas where they overlap with those 
of the Americans. We need to pursue both, and learn how to 
make a soft-balance-of-power system, between the US, 
China and India, work in this region of the world. 

As both the Americans and the Chinese know, India's 
DNA doesn't allow it to be a camp follower. The events of the 
last few weeks show that we are making choices in the right 
manner. In this week's cover story, K.P. Nayar writes from 
Washington on the longer-term implications of recent 
agreements. No need to say, Indias strategic options will look 
far less appealing if it falters on its economic performance. 
And if we don't attend to the governance issues, that may 
indeed happen. 


(i 








TONY JOSEPH, EDITOR 
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GURGAON 


. Remember Faridabad? 


1979. The East India Cotton Mills is a 
prominent company in Faridabad. It has 
12,000 workers. Unions claim it pays low 
wages to its migrant workers. But the 
company doesn't allow the employees to 
form a union. Finally, other unions get 
together and rally. The company gets the 
police to open fire on the procession. 
About 20-40 workers are killed. This de- 
stroys Faridabad' industry forever. 
Could Gurgaon be next? 


F they don't curb the present 

chaos soon, it won't be surpris- 

ing if what happened to Farid- 

abad over the last 20 years, is re- 

peated here," says S.Y. Siddiqui, 
HR head, Maruti Udyog. 

In the 1970s, Faridabad was boom- 
ing. Companies like Escorts, Eicher, 
Kelvinator, KG Khosla, Bharat Carpets, 
had invested big money there. Then 
unions turned militant. 1973 saw the 
first major strike. Before much more 
could happen, Emergency was declared. 
After it ended, in 1978-79, just as the 
economy and Faridabad were picking 


cà 





up again, came the shootout. One by 
one, companies shut shop and moved 
out. Faridabad never recovered. 

In Gurgaon, till recently, unions 
were usually unaffiliated workers’ com- 
mittees or internal employee bodies. 
Sporadic activism was quickly diffused 
or suppressed. But that didn’t happen 
for Honda Motorcycle & Scooter India 
(HMSI). Its newly registered union was 
being mentored since last December by 
All-India Trade Union Congress (AITUC) 
general secretary Gurudas Dasgupta. 
So, when HMSI sought to quell the 


workers, things went beyond the factory | 


and ended up in the bloody clashes. 

During the last six months there has 
been labour trouble at MICO's commer- 
cial vehicle business unit, Toyota and 
Omax. All their trade unions have politi- 
cal affiliations. But all these companies 
bounced back soon enough. Only for 
HMSI, which does not have an Indian 
partner (the other three do) things dete- 
riorated rapidly. 

While some say the initial differen- 
ces were over wages, AITUC deputy ge- 
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Labour rights attain political hues: 
INLD members denouncing the police 
high-handedness. 


neral secretary H. Mahadevan says it 


| was about not being allowed to form a 


| trade union. CPI(M) leader Nilotpal 


Basu has a different take: “Why are con- 
tract workers who've been working for 
two years being asked to take a written 


| test to stay on?" 


So what does the union want? All 
workers, even the sacked ones, to be 
taken back into HMSI. The company 


| has decided to take back all but the four 





Mumbai: 


WATER 
94 cm of rainfall brought 
Mumbai to a halt from 26 
July. This is the heaviest rain 
the city has seen in a hun- 
dred years. The deluge also 
exposed the horribly inade- 
quate infrastructure India’s 
financial capital manages 
with — a drainage system 
that caused waterlogging of 
over 5 ft in some areas, 
power outages, shortages of 
food and potable water. Air 
and railway services were 
suspended for two days. 
Worse, the administration 
failed to call in the emer- 
gency services. The Army 
and Navy got into action only 
on Wednesday while the po- 
E lice remained ineffective. B 


ua 





dismissed workers. Second, they want a 
judicial probe into the actions of the ad- 
ministration officials caught on camera 
during the brutal lathicharge. Finally, 
they want HMSI to pay compensation 
to the workers. 

Says former Eicher chairman Sub- 
odh Bhargava: “Undoubtedly, it is politi- 
cal interference in industrial operations 
that has blown the situation out of pro- 
portion.” Both parties overreacted. The 
situation was terribly handled. Butis the 
HMSI incident the first of many? That is 
what is worrying manufacturers. L3 

AARTI KOTHARI & SAMAR SRIVASTAVA 


Ravaged by the elements 


T least 10 people died in the fire 
that destroyed the Mumbai High 
North (MHN) off-shore process- 
ing platform of Oil and Natural Gas Cor- 
poration (ONGC) at Mumbai High. This 
platform, which is connected to 15 oil 
wells, processed 100,000 barrels of 
crude per day. On an annualised basis, 
that amounts to 4-5 million tonnes of 
oil production lost. This is the second- 
biggest processing platform at MHN 
and processes about a seventh of the 
oil produced in the country. 

In all, there are nine processing 
platforms at Mumbai High that collect 
oil from the 100-plus rigs in the basin. 
The platforms process the crude and 
separate it from gas. From there, the 
crude is pumped to the coast using the 











He News NN CZ 


How things unfolded 


v 15 Dec 2004 First spark: Senior Japanese official believed to have 
reprimanded a shop floor worker. 


v Dec-April 2005 Workers slow down production. Management keeps 
watch on four workers. Workers tell management they want 
to form a union. Management claims it agreed. 


v April 2005 Salary hiked to Rs 10000 from Rs 7000. Problems persist. 


v 24-25 May HMSI President gheraoed by workers. Four workers - 
Suresh Gaur, Kundan Mehta, Bal Kishan, Mallikarjun — dismissed. 


v 29 May HMSI Employee Union registered. Management has not rec 
ognised it claiming that it hasn't been brought to its notice till now. 


v June 2005 Production at 2096 capacity. Contract labour brought in to 
raise it to 5096. AITUC gets active. 


v 18 July 1600 workers sign good conduct undertaking. 100 had 

— signed it previously. 46 refuse to sign. (remaining 54 dismissed 
or suspended). 1700 workers back on rolls from 
July 18. 


v 19-21 July Workers demonstrate outside 
factory premises. 


v 22 July Workers march from Manesar to 
Gurgaon. Traffic on NH 8 disrupted. 


v 24 July Another procession. Violence flares up 
outside Government Girls College. Workers 
called to the mini-Secretariat where further vio- 
lence flares up. Injured rushed to the Civil 
Hospital in Gurgaon. 


v 25 July Clashes between workers’ relatives and 
administration officals at Civil Hospital. 





SANJAY SAKARIA 


blaze was that in the intemational mar- 
ket crude prices edged up by 23 cents 
to $59.34 a barrel. That's because In- 
dia will need to import an additional 5 
million tonnes of crude to meet the 
gap. During 2004-05, India spent $27 
billion (Rs 121,500 crore) to import 90 
million tonnes of crude. By that logic, 
the additional 5 million tonnes could 
mean the bill swelling by $1.5 billion 
(Rs 6,750 crore). 

Nearly three decades after it was 
|! discovered, Mumbai High remains the 
biggest producer of oil in In- 
dia. ONGC spent close to $2 
billion in 2001 to redevelop 
the oilfield. That apart, the 
focus of the petroleum min- 
istry has been at acquiring 
equity oil across the world. 
It's time exploration in India 
got a big push. El 

ANUP JAYARAM 


Mumbai High-Uran pipeline. As things | 
stand, rebuilding the platform can start 
only after the monsoon subsides in 
September. It is unlikely that there will 
be an oil spill as there are systems to 
automatically shut down the platform. 
Mumbai High is critical to India, as 
it accounts for 38 per cent of India's to- 
tal crude oil production of 35 million 
tonnes. The immediate impact of the 
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, Clashes between striking 


' Haryana police. While the 
' BJP remained content with 


f . for the dismissal of the Con- 


- , lice brutality, the Left Front 


/ nity to put trade unionism 
back on the national agenda. 


—, agenda. One is to press com- 


— mestic, to allow registered 


HE Left Front, not 
the BJB may be the 
real gainer from 
the government's 
discomfiture over the bloody 


Honda workers and the 


the usual knee-jerk demand 
gress government in Hary- 
ana, the Left appears to have 
a larger agenda. Bolstered by 
public outrage over the po- 


intends to seize this opportu- 


“We have a two-point 


panies, both foreign and do- 


Courtesy: INDIAN EXPRESS 


trade unions to function. The 


second is to get all companies to enforce | 


. the minimum wages act,” declared 


Nilotpal Basu, a senior Marxist leader. 
A Left Front delegation that met UPA 


" chairman Sonia Gandhi to discuss the | 


scenario reportedly criticised the police 


_ excesses and charged the multi-na- 


tional companies (MNCs) of labour 


7 malpractices in connivance with the lo- 
V cal administration. So far, the govern- 





GURGAON MAYHEM: POLITICAL FALLOUT 


Labour pains 
for government 





ment has argued in favour of labour | 
flexibility to attract foreign investment | 
| ganising some of the striking Honda 
labour rights. Clearly, the catastrophic | 
consequences of the labour-manage- | 


in response to the Left's concern over 


ment confrontation at the Honda fac- 


tory in Gurgaon have given the Leftfresh | 


leverage with the government. 


The Left also plans to press for a full | 
debate in Parliament on the larger ques- | 





tion of labour laws and cur- 
rent corporate practices. It 
hopes to create political con- 
sensus to pressure the gov- 
ernment to ensure that com- 
panies comply with existing 
labour laws. Leftist leaders 
claim that in the Left-ruled 
West Bengal, where Japanese 
multinationals have large in- 
dustrial ventures in sectors 
like petrochemicals, technol- 
ogy parts, etc., there were few 
problems between labour 
and management because of 
the institutional mecha- 
nisms to address grievances. 
Interestingly, while vari- 
ous parties within the Left 
Front seem united on the 
strategy, the CPI and the 
CPI(M) differ on how far to 
push the government. Guru- 
das Dasgupta, a CPI member 
in Lok Sabha, is leading his party and its 
union AITUC, which was involved in or- 


workers, in a full-throttled attack on the 
government. On the other hand, CPI(M) 
is prepared to let the government off the 
hook in return for the latter's sustained 
and comprehensive support to the Left 
agenda on trade unions. xi 

AJOY BOSE 





EVA the $4.8-billion Israeli 

generics company, has 

leapfrogged from No. 2 in the 
$54-billion world generics market to 
No. 1. It did this with the dramatic 
takeover of the US generics major, the 
$1.8-billion Ivax, for $7.4 billion. Ivax 
will merge into Teva. The combined 
entity will outstrip reigning number 
one, the $5.1-billion Sandoz, with a 
combined turnover of over $7 billion. 

Ivax sources bulk drugs and fin- 
ished dosage forms from well-known 
Indian manufacturers like Cipla and 
Nicholas Piramal. Some of these are 
being supplied and the others are for 
drugs that are yet to go generic. Will 
Teva honour these contracts? 
Being one of the few global gener- 

ics makers, Teva, unlike Ivax, has its 


TEVA'S IVAX BUY 


Ripple effect 


ity. It might want to rejig Ivax's portfo- 
lio and supply chain, and perhaps its 
own, to get the best out of the merger. 
"[The future of the tie-ups] depends 
on what Teva wants to do," Cipla's 
joint managing director Amar Lulla 
told BW. Cipla has 50 tie-ups with Ivax 
of which about five are being exe- 
cuted, he said. 

Teva has been non-committal. "| 
can only tell you that we will take all 
the products that can reach the mar- 
ket and where there is an advantage 
bringing them to the market," said 
Teva CEO Israel Makov in response to 
queries on the future of these con- 


own fully integrated bulk drugs capac- | tracts. Says Mehta Partners analyst 
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Tarun Shah: “I see no reason for dis- 
continuation as Teva, too, wants to 
Source some products from Cipla." 
Teva is supposed to have been keen 
on acquiring Cipla not too long ago. 

Indian companies have, in all like- 
lihood, learned to live with the uncer- 
tainty. Cipla had a similar tie-up with 
Canada's Novopharm, which Teva 
bought. "They honoured those con- 
tracts," Lulla said. Dr. Reddy's and 
Ranbaxy had to sever marketing ties 
with US-based Schein Pharma when it 
was bought by Watson Pharma. 

Ivax also has a development cen- 
tre for finished dosage formulations in 
India. Teva, which has a bulk drug de- 
velopment centre here, could focus 
on lvax's centre to derive the same 
cost benefits in drug formulations. lH 
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On the surface, a business is a business, 
no matter what size or industry. 
You develop a product or a service. 
You market it. 

You distribute it. 

You sell it. 

And in between, you strive to do the whole process more 
efficiently and profitably than your competitors. 
It's not rocket science. In fact, it's pretty simple — 

until you factor in the not-so-simple things that make 
doing business in your industry so complex. 
These are the things that keep you up at night. 
These are the things that can mean the difference 


between success and failure. 


Individual solutions for individual indust ries. As 


1; ] | ‘ l 
IS HKE no othe ind We have the exp rience 
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small, medium and large companies run SAP. Whil: 
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What can SAP do for vour company? We can give « 
market, Solutions that let, reate in USH 











you don't want to buy more than you need. 5o we have 
precision and within budget. 

We rec ognize you want a system that will work with what you already 
leverage your existing investments and keeps your opuons open for tl 
with some of the world’s most successful companies 

Tell us which industry you work in and get a free industry specific SAP CD. where you'll find al 
to your questions and valuable insights from SAP. Send in your details to info.india @sap.c om 


For more details log on to sap.com or call toll-free on 1600 44 5959. 
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ABSr.jawamieeps vigilat the Mdiasangladesh border 
Es Ga = $ 


T is not often that a government 
faces a vote on the first day of Par- 
liament. So the insistence of the 
BJP-led Opposition for a vote on its 
adjournment motion on the issue of in- 
filtration of Bangladeshi immigrants in 
Assam indicates stormy days ahead for 





. the UPA government in the current 


Monsoon session. Although the motion 
was rejected by a voice vote after discus- 
sion in the Lok Sabha, the Opposition is 
clearly in a combative mood. 

The adjournment motion was pro- 
voked by a Supreme Court judgement 


earlier this month striking down the 
controversial Illegal Migrants Determi- 
nation by Tribunal (IMDT) Act used in 
Assam to identify illegal Bangladeshi 
migrants for more than two decades. 
The BJP and regional parties like the 
Asom Gana Parishad (AGP) have been 
agitating for the past many years for a 
repeal of the law that allows 
Bangladeshi migrants to stay in Assam 
unless proved illegal by a complainant. 
With the UPA government now consid- 
ering a fresh law to deal with 
Bangladeshi migrants in Assam, the BJP 





accused the Centre of trying to hood- 
wink the Supreme Court and revive the 
IMDT Act in another legal garb. 

Despite the defeat of the adjourn- 
ment motion in the Lok Sabha, the issue 
ofillegal Bangladeshi migrants in Assam 
may not go away. With assembly elec- 
tions scheduled early next year in As- 
sam, the controversy over migration 
laws in the state could well become a 
major poll issue. The court judgement is 
seen as a major setback to the Congress, 
which has traditionally depended on 
votes from Assam' large Muslim minor- 
ity, who now feel vulnerable to harass- 
ment because of the repeal of the law. 

The adjournment motion also al- 
lowed the BJP to find its feet in Parlia- 
ment after being bogged down for 
weeks in the controversy over its presi- 
dent L.K. Advani's remarks on Jinnah. 
Accused by the RSS leadership and 
party hardliners of ideological heresy, 
Advani clearly seized the opportunity of 
returning to the familiar Sangh diatribe 
against Muslim vote bank politics. 

Taunted on his Jinnah remarks by 
the Treasury benches, the BJP leader 
shot back: “I am happy that I went to 
Pakistan; you must be even happier be- 
cause of the controversy." LZ 

AJOY BOSE 





RI businessman Purnendu 
Chatterjee is close to buying 


36.87 per cent stake owned 
by the West Bengal government in the 
Rs 5,365-crore Haldia Petrochemicals 
(HPL). On 25 July, a fax arrived at the 
office of the West Bengal Industrial 
Development Corporation (WBIDC) 
managing director Gopal Krishna, also 
a member of the HPL board. In it, 
Chatterjee laid out his plans for buying 
a majority stake in HPL. 

Chatterjee would reportedly pay 
around Rs 29 per share, amounting to 
Rs 1,560 crore. Deutsche Bank is 
said to have opened an escrow ac- 
count with Rs 1,160 crore and the let- 
ter to that effect was also faxed to Kr- 
ishna along with Chatterjee's plans. 
Chatterjee will be bringing in the re- 
maining Rs 400 crore. He, however, 
refused to comment on the figures. 

While there were reports that the 


HALDIA PETROCHEMICALS 


Is the chemistry working? 


deal was not being finalised as Chat- 
terjee was planning a leveraged buy- 
out (LBO) and West Bengal had mis- 
givings about the route. Chatterjee, 
however, told BW: "There is no con- 
cept of an LBO in the purchase of a 
minority stake. Whoever has said this 
does not understand Indian laws or 
HPUs arrangements with 
its lenders. The lenders 
would just not have ap- 
proved leveraging HPL's 
assets. It's going to be an 
outright purchase." State 
principal secretary (indus- 
tries & commerce) Sab- 
yasachi Sen, too, said the 
sale would be outright. 

So the issue seems to 
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be that of ‘show me the money’. Says 
a government source: “If he really has 
the money, where is the bank draft?” 
Chatterjee maintains that all is in or- 
der. “We are ready with the money 
and want to conclude the transaction 
as soon as possible,” he says. 

There is also speculation that In- 
dian Oil Corp is being 
seen as an alternative 
buyer of the state’s 
stake. But sources in 
the state government 
say Chatterjee is the 
only one in the fray. 
More clarity is expec- 
ted at the HPL board 
meeting on 29 July. Il 

PALLAVI ROY 


TRIBHUWAN SHARMA 


ELECTRICITY ACT AMENDMENTS 


A hunger for power 





INCE the United Progressive Al- 

liance formed the government in 

May last year, the Ministry of 

Power (MoP) has done an extra- 

ordinarily good job of pretending that it 

does not exist. Its minister, PM. Sayeed, 

has added to this illusion by doing little 

to provide an impetus to the power sec- 

tor, although it has been occasionally 

bruited about that he was putting toget- 

hera policy for subsidising, almost fully, 
power supply to rural consumers. 

All ofa sudden, though, the MoP has 


become active. It has proposed a host of | 


amendments to the landmark Electric- 
ity Act, 2003, which had laid out the 
roadmap for freeing the power sector 
from government control and making it 
competitive. The amendments, 21 of 
them, are critical and have one aim: 
clipping the powers of regulators, both 


at the Central and state level. The min- | 


istry, it appears, wants all decisions on 
tariffs to be taken by the Central govern- 
ment and the regulators to follow the di- 
rections given by the Centre. 

Essentially, the ministry’s proposals 
will force the regulators to act “in con- 
formity with government policies” in- 
stead of being “guided by it”. What it 
means is that the regulators, who now 
set tariffs and grant licences, will, hence- 
forth, be totally subservient to the gov- 
ernment of the day. 

The power industry and the regula- 
tors are outraged. An angry delegation 








from the Forum of 
Regulators, led by 
Ashok Basu, chair- 
man of the Central 
Electricity Regulatory 
Commission (CERC), 
and some representa- 
tives of the state elec- 
tricity regulatory com- 
missions (SERCs) 
called on Sayeed on 25 
July to protest against 
this retrograde step, 
which would practi- 
cally undo the refor- 
ms. Basu told BW: “In 
one stroke the min- 
istry has reversed the 
entire reform process. The ministry has 
also forgotten that power is a concur- 
rent subject. They cannot bring it totally 
under Central government control.” 
The popular belief is that these 
changes have been suggested by the 
ministry at the behest of the Left, which 
have been seeking a review of the Elec- 
tricity Act and the National Electricity 
Policy that was announced in February 
2005. Basu, however, disagrees that the 
Left has sought any curtailment of the 
regulators’ role. As Sayeed's own letter in 
May makes clear, the Left wants the 
cross-subsidies on retail rates to con- 
tinue and has also sought more time for 
state electricity boards (SEBs) to be un- 
bundled along with a greater role for the 
Centre in providing power to rural India. 
The CEO of a leading power utility 
said if these amendments go through, it 
would act as major deterrent to new in- 
vestments. In a sector that is just open- 
ing up to competition, regulation is crit- 
ical, especially from the consumers 
point of view. "This move is a major dis- 
investment," he warns. So what promp- 
ted the ministry to try and set the clock 
back? Apparently, there have been “gen- 
eral concerns in government" about the 
role of regulators and tariff issues. Basu 
says that in the past 3-4 years regulators 
have issued a total of around 1,000 or- 
ders (400 by the CERC) and not one of 
these has been overruledinappeal. Wi 
LATHA JISHNU 
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STRIDES-MATRIX 


Deal fails 


HE Matrix Labs- 

Strides Arcolabs 

merger was called 
off within two months of 
its initial announce- 
ment. The reason is that 
the two couldn't agree 
on the share swap ratio. 
Both the companies 
have been led by intel- 
lectual property targeted 
at regulated markets. 
Matrix has been aggres- 
sively filing for active 
pharmaceutical ingredi- 
ents (API's) and Strides 
has developed intellec- 
tual property in the soft 
gelatine space in the 
formulation segment. 
The merger would have 
created one of the 
largest manufacturing 
services firm with mini- 
mal overlap and the 
fourth most profitable 
pharmaceutical com- 
pany in India. 

in the first place, the 

failure of the deal will 
delay Matrix's entry into 
the US formulations 
market by over a year till 
its finished dosage unit 
near Nashik is approved 
by the USFDA. On the 
other hand, Strides Ar- 
colabs would have a 
problem widening its 
product-base because 
of lack of an aggressive 
API portfolio. Both com- 
panies will now have to 
bank on partnerships 
that would give them 
synergies and keep the 
growth momentum go- 
ing. Matrix’s buying of 
Docpharma gives it the 
front end of the value 
chain; Strides will need 
a similar alliance to be 


"vertically integrated. Wi 


GINA S. KRISHNAN 


VOLKSWAGEN 


AP project on hold 


facturing plans in India? Last week, the 

German auto giant agreed to compen- 
sate the Andhra Pradesh (AP) government for 
the 2-million-euro loss it suffered because of 
fraudulent actions of its former India project 
head Helmuth Schuster. Soon after, VW chief 
executive Bernd Pischetsrieder wrote to AP 
chief Minister Y.S. Rajasekhara Reddy in- 
forming him about the company’s decision 
to put the Visakhapatnam car plant project 
temporarily on hold. VW says it would like to 
wait for investigations on Schuster to end. 


i S Volkswagen (VW) rethinking its manu- 







VW: Will it drive In? 


Offbeat 
Mutual funds 
play name game 


N the mundane past, most mutual 
| funds schemes had either 'growth', 
‘income’ or ‘balanced’ (some growth, 
some steady income) as part of their 
names. That gave a fair idea of what they 
were trying to achieve. Not any more. 

As mutual fund managers get creative, 
investors are left somewhat confused. 
Would you, for instance, invest in ‘Lion 
Fund’, or in a Tiger Fund’? For those who 
really want to know, DSP Merrill Lynch Mu- 
tual Fund, which operates the Tiger Fund, 
says the money would be invested in com- 
panies that are part of "infrastructure - 
growth and economic reforms". By our 
reckoning, that could be just about any 
stock. ING Vysya MF, which plans to float 
the Lion Fund, says it wants to invest in 
“large-cap and intermediate-cap opportu- 
nities and new offering" of stocks. Did you 
get it? It appears there is little focus about 
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In the meantime, VW has deputed a spe- 
cial envoy, former German Ambassador to 
India Frank Elbe, to Andhra Pradesh for fur- 
ther discussions. 

VW's India plans have been in abeyance 
since a global corruption scandal involving a 
few key company executives came to light 
early this month. The AP government had ac- 
cused Schuster of siphoning off the money 
that was meant as its equity contribution to 
the project. The government had deposited 2 
million euros into the account of Vashista 
Wahan, supposedly the project implementa- 
tion company, on Schuster's advice. Last 
week, BW had reported that VW had, for the 
first time, admitted that it was aware of a 
company called Vashista Wahan from 
the very beginning. 

VW's decision to compensate 
the AP government came soon after 
this admission. This was a major re- 
lief for the state government, but it 

appears it would have to woo the 
Germanautogiantalloveragain. W 
M. ANAND 


what the funds are trying to achieve. 

HDFC and Standard Chartered wanted 
to name their bond funds 'Relief Bond 
Fund'. It could mislead investors to unduly 
believe that these are similar to the Re- 
serve Bank of India's Relief Bonds. The 
Securities & Exchange Board of India ruled 
against these names. Some other names 
Sebi disallowed are WTO Theme fund and 
High Interest Fund from ING Vysya MF and 
questioned SBI Mutual Fund on the Mag- 
num Comma commodities fund. Will it be 
the Full-Stop Fund next? Li 

RACHNA MONGA 
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DELHI & MUMBAI AIRPORTS 


Choked 


runways 


HE proposed second runway 
at Delhi's Indira Gandhi Inter- 
national Airport (IGIA) and 
the decongestion of Mum- 


bai's Sahar Airport is getting stuck in the | 
politics surrounding the privatisation of | 


the country’s busiest airports. For some 


time now, there has been a crying need | 


for a second runway at IGIA, which has 
seen increasing traffic in recent times. 

According to senior aviation min- 
istry sources, there have been a number 
ofcontradictory signals from the top au- 
thorities on building the new runway 
because of the impending privatisation 
ofthe two airports. 

Airline sources say that this is caus- 
ing major problems as carriers are 


forced to circle longer in the air, leading | 


to unwarranted delays and higher costs. 
They say that the ministry has asked the 


Airports Authority of India (AAI) time | 
and again to start construction of the | 
| vatisation of the airports or building of 
| new facilities like a runway," says a 


new runway and then told it to stop. 
Airline operators say what is com- 
pounding the problem at Delhi and 
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aircraft, too, use the main run- 
way. The operators want alter- 
nate helipads and airstrips to be 
built to take care of this traffic. 
Says an operator: "Small aircraft 
and helicopter movements are 
handled along with bigger types 
of aircraft on the same runway. 
This eats up capacity, and delays 
scheduled flights. These things 
are in the government's control. 
It has to take steps to decongest 
the traffic." According to sources, 
a satellite airport to cater to the 
small aircraft and helicopters 
needs to be explored in Noida or 
at the abandoned airfield in Gur- 
gaon if Safdarjung Airport can- 
not be used for security reasons. 
Similarly, in Mumbai, use of Juhu 
Airport for such aircraft needs to 
be examined. 

In the case of Delhi, the re- 
stricted airspace around Hindon 
Air Force base is causing further prob- 


DILEEP PRAKASH 


| lems as all arrivals and departures are 


required to fly a circuitous route to by- 
pass that airspace. Since the activity at 


, Hindon is normally limited to heli- 


copters flying at heights of not above 


| 5,000 feet during the day, the aviation 


ministry feels that it may need to take 
up, with the defence ministry, the issue 
ofusing the Hindon airspace for civilian 
flight movements above 5,000 feet. 
Government and airline sources say 
that this has to be given top priority, es- 
pecially in view of the fact that there is 
absolutely no clarity on the privatisa- 
tion process for the two major airports. 


| Says a senior official: "The process of 


privatisation of these airports, starting 
fromthetime the leasing proposal came 
up, has already taken seven years." Soon 


| after taking over, civil aviation minister 


Praful Patel had said that bids would be 
invited from the nine shortlisted con- 
sortia by mid-January 2005 and the se- 
lection process will be completed by 
March 2005. In the interim period, the 
ministry had planned to construct a 


_ second parallel runway at IGIA to ease 





Mumbai is that helicopters and smaller | 


the air traffic rush. 
"We are in July and theres no sign of 
anything happening — whether it is pri- 





peeved airline operator. 
ANJULI BHARGAVA 
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Source: BusinessWeel/Interbrand Corp and www.interbrand.com 


A REFLECTION OF THE TIMES There are few surprises in 
the Interbrand-BusinessWeek survey of the Top 100 Brands. 
But the survey is fascinating, as usual, for two reasons. 

The first reason is that it is the only one of its kind that val- 
ues brands and then gives them a ranking. To qualify, each 
brand has to have a value of more than a billion dollars and get 
more than one-third of its earnings from outside its home coun- 
try. That eliminates even a CNN or a Wal-Mart. Interbrand val- 
ues a brand, just like other assets, by predicting future cash 
flows based on a host of variables. This figure is then dis- 
counted for the present value — what is popularly called the dis- 
counted cash flow method. Only this is more complicated be- 
cause you need to first figure out how much of a company's 
sales are coming from a brand. 

The second reason why it is interesting is because it reflects 
the basket of products and services that consumers worldwide 
are spending a bulk of their money on. Soft drinks, software, 
hardware, entertainment and telecom feature high on the list. 

Finland-based Nokia's jumped from No. 8 in 2004 to No. 6 
this year. It is one of the two non-American brands to figure 
among the Top 10. A large share of Nokia’s growth and market 
share has come on the back of its sales in markets like India. 
Japan's Toyota climbed a rank to No. 8 from No. 9 last year. 
What is surprising is that Marlboro, after all the noise against 
smoking, still remains steady at No. 10. 

The other winners in the Top 100 include eBay, HSBC, Sam- 
sung, Apple and UBS. Samsung is among the few Asian brands 
at the top of the table along with Toyota and Honda. It replaces 
rather prophetically, Sony, at number 20. Sony is among the top 
five losers, having fallen to 28. The other big losers — Morgan 
Stanley, Volkswagen, Levi's and Hewlett-Packard. And £uess 
who the new entrants are — Google, Zara, LG, Hyundai and Bul- 
gari. Notice that except, perhaps, for Zara (a Spanish clothing 
brand) and Bulgari, all the others have cracked the crucial mar- 
kets in India and China. Ditto for the big winners list. Does that 

say something about the changing world order? i. 


HINDUSTAN LEVER 


Clean water  : 
for cash flows 


HE inviting blue and white hoarding that says 'Hin- 
dustan Lever Pure Water Zone' beckons you to ex- 
plore the retail outlet in Chennai. For its venture 
into water retail, Pureit, HLL has opened 17 outlets 
spread over potable water-starved Chennai and another one 
in Coimbatore. These outlets, designed as demonstration 
centres, double as promotional hubs and sales points. What 
they churn in feedback and sales will be crucial for the — ' f 
Rs 10,000-crore giant in the months to come. That is because 
Chennai is a test market. Based on the results there, HLL 
would launch the brand in other developing markets in 
South-east Asia and Africa. 

Just like India, clean drinking water is a major health con- 
cern in countries in these parts of the world. In India, the 
packaged water market has seen total sales go from nothing to 
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Sampling ‘Pureit’ water 
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AJEEV Chakrabarti wards," he says. Of course, 

thought very hard be- there was the comfort factor 
fore he joined Sahara TV re- with new CEO Shantonu 
cently as head of marketing. | Aditya, who Chakrabarti had 
He had just about settled at worked with during his Sony 
the same position at UTV's years. The first of his big 


Hungama TV and there was 
no reason for him to quit. Sa- 


challenges, thinks Chakra- 
barti, is to change the per- 


hara is a large place where ception of Sahara One 
he could easily get lost. Be- among media planners, ca- 
sides, itwas gettingnowhere | bleoperators and viewers. 


in the general entertainment 
sweepstakes. "I decided to 
take up the challenge. We are 
No. 4 and can only go up- 
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Thatis along list and, as he 
puts it, “perception cannot 

change overnight”. He reck- 
ons that with every interac- 


over Rs 1,000 crore in 15 years. At present, it is growing at 40 
per cent a year. Yet, buying packaged water for daily con- 
sumption is not viable for most Indians. The average drinking 
water requirement per day per person is about 10 litres, or 
about 14,600 litres for a family of four in a year. The Pureit filter 
gives 1,500 litres of purified water with one battery. The one 
time cost of the filter is Rs 1,500 with a recurring cost of Rs 250 
for each battery kit. That puts the cost of a litre of clean drink- 
ing water at Re 1 initially, which could go down to about 25 
paise after a full year of use. In comparison, branded pack- 
aged water costs about Rs 2.50 a litre and that filtered from UV 
filters (Aquaguard and their ilk) costs about Rs 2 per litre. 

However, for HLL, competition will come from local filter 
manufacturers that sell their products at almost half the price 
of Pureit. But the company is betting on quality, its strong 
marketing, and its 75-year-old distribution backbone. 

In the Pureit outlets, groups of people are invited to bring 
along samples of drinking water from their homes. After they 
are shown a film on hazards of unsafe water, a water purifica- 
tion test is done in front of them on their samples. The sam- 
ples are then filtered through Pureit and tested. The two re- 
sults are compared. The positive results "allows people to see 
the claim (of purity) verified in front of their eyes", says Dalip 
Sehgal, vice-president (New Ventures), HLL. The outreach 
strategy for the Pureit outlets was designed in conjunction 
with Incubis, a Delhi-based design services company. 

This is HLL’s fourth initiative to get into direct contact with 
consumers to extend service to many of the products it sells. 
The others are Ayush Therapy Centre (16 so far), Project Shakti 
for the rural market (with 20,000 entrepreneurs in 70,000 vil- 
lages) and Sangam, a direct-to-consumer dial-in grocery ser- 
vice launched recently in Mumbai. 

For HLL, the past few years have been unkind. While rev- 
enues have been stagnant, not many of its new brands or 
product lines have delivered. Could Pureit do it? Analysts feel 
therollout has been slow. One reason for that could be supply 
— the product is manufactured only at its plant in Silvassa — 
is unable to keep pace with the demand, says an analyst. If 
that is true, it should be music to HLLS ears. 

GINA S. KRISHNAN 
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Mahlon Ki. They also have 
in-show packaging fora 
new snazzy look. “Froma 


tion that Sahara One now 
has with each of these busi- 
ness associates, things 


should change because of marketing standpoint, we 
the new team need to in- 
that's just getting crease reach,” 
into the groove at says Chakrabar- 
Sahara TV. There ti. The channel 
are also changes has a targeting 
in the shows go- 20 per cent 

ing on air. They more viewers 
aremoremain- @ over the coming 
stream, likethe £ year. E 
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MEDIA ROOM 


T Media's IPO and Hindustan Times' i. 

Mumbai launch have been coordi- ie id 
nated well. The Salman Khan-Aish- 
warya Rai tapes announced its arrival 
in Mumbai with a bang. 

Yet, the city’s financial markets are 
moaning that the issue price band of 
Rs 445-530 is too high. At Rs 530 a 
share, HT’s market capitalisation would 
be a massive Rs 2,495 crore (post-issue, 
including the green shoe option), or about 
3.9 times its revenues of Rs 634 crore. 
That is way above the price-to-sales ratio of 
major US-based publishers like, say, Wash- 
ington Post (2.49), or The New York Times 
(1.4). You could argue that the HT Media 
share price reflects the potential of one of the 
world’s fastest growing economies. It operates 
in one of the only two growing newspaper mar- 
kets in the world. China is the other one. So, it would be 
silly to compare price-to-sales ratios with companies that 
mainly operate in declining newspaper markets. 

Sure, but will the HT Media share price hold when the 
market comes down to a realistic level? It just might. India, 
as someone put it recently, “is an undervalued media mar- 
ket”. Just how much, only time will tell. Deccan Chronicle 
Holdings, for instance, had a price-to-sales ratio of over 5.4 
at IPO time in January this year. From over Rs 660 crore, its 
market cap has risen crore to Rs 989 crore last week (al- 
beit in a rising market). 

Any scenario-painting on what returns HT will actually 
deliver on the total Rs 500 crore it would have raised by 
mid-August is difficult for two reasons. First, the Mumbai 
market is in a state of flux. Till all the brands launch and the 
contours of the market get defined, the impact of competi- 
tion on HT's short-term profitability would be unclear. Sec- 
ond, and more important, is how well HT defends its turf in 
Delhi. That is the market that will feel the heat once the 
dust settles in Mumbai and DNA comes to the Capital. 








ANAND SINHA 


s convergence finally upon us? Broadband prices have 

been falling and now comes news of more utility 
companies jumping in. Bharat Petroleum plans to offer a 
DTH service to “cable dark” areas in rural and semi-rural 
India. IBM, on the other hand, is partnering a Texas-based 
utility company, CentrePoint Energy, to offer broadband 
over power lines in the US. That is not new, but the fact 
that the big boys are either utility companies, or tying up 
with utility companies, is important. In its first phase, 
broadband is about the drudgery of laying fat data pipes, 
getting permissions, and reaching homes. Once the 
network is in place, the content guys come in. More power 
to the utilities then, may many networks bloom. LI 

VANITA KOHLI-KHANDEKAR 
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The restructuring 
of China's yuan 
Is a baby-step 
on its journey to 
become a 

global economic 


Super-power. 
By 
Jehangir S. Pocha 


RET aC ui. b ru 


HINAS decision to revalue its cur- 


favour of a managed float, linked 
to a basket of currencies, is send- 
ing rumbles through the global fi- 
nancial system. This is the first 
change in the value of the renminbi (RMB), or 
yuan, since 1997, when its rate was set at 8.28 
to the dollar. The recent changes will raise the 
value of the RMB to 8.11 to the dollar. The 
People's Bank of China, China's central bank, 





has said it will also allow the RMB to trade | 


within a band of 0.3 per cent for the first time. 

Beijing has been painting its decision as 
an accommodation of US concerns. Almost a 
year ago, some US legislators had begun ac- 
cusing China of deliberately keeping its cur- 
rency undervalued to promote exports. They 
argued that it had caused a loss of 2.8 million 
American jobs and fueled a trade deficit of 
about $162 billion last year alone. 


American jobs to China and a low RMB send- 
ing cheap Chinese products to America, the 
idea that China was robbing the US blind car- 


ried easy credibility. In April, 67 out of 100 US | 


senators gave initial backing to a measure 
that would have imposed a 27.5 per cent tariff 


on all Chinese imports, unless Beijing reval- | 


ued the RMB within six months. 
However, motivations for the revaluation 


scrap its peg to the US dollar in | 


| 
| 


| 








go far beyond simply pleasing the US. China | 


has a huge trade surplus, especially with the 
US, and has strict exchange controls that limit 
capital outflows. That, combined with the fact 
that China has a high domestic savings rate — 
more than 40 per cent of GDP one ofthe high- 
est in the world — means that a lot of funds 
are sloshing around in the Chinese banking 
system. Also, there aren't enough investment 
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opportunities to park the money in. The in- 


rency upward by 2.1 percentand | creased liquidity created by these factors is 


threatening to raise domestic prices. 

In stability-conscious China, where lead- 
ers maintain their fraying legitimacy through 
sound economic performance, that could 
prove dangerous. Local journalists say they 
have been banned from writing about the 
revaluation. Political protests have steadily 
increased over the past few years, and in 2003 
the country experienced more than 50,000 
demonstrations over issues as diverse as un- 
paid pensions, land seizures by the govern- 
ment and local corruption, according to re- 
ports from the Ministry of Public Security. 

Last month, China's central bank said it is 
aiming to cap inflation, which rose to 5.3 per 
cent last year, at between 3 and 4 per cent this 


| year. Arthur Kroeber, managing editor of the 


China Economic Quarterly, a research and 
analysis firm in Beijing, says letting the yuan 


_ strengthen may help President Hu Jintao con- 
With manufacturing outsourcing sending | 


trol inflation by reducing the cost of imported 
products such as oil and capital goods. It 
would also allow the bank the option of in- 
creasing interest rates to cool the economy 
which expanded 9.5 per cent in the first quar- 
ter of this year, despite efforts to slow it down. 

In addition to addressing its domestic fi- 
nancial problems, China's move also got the 


| US to agree to tamp down on its public pos- 


turing. It stressed that any decision on the 
RMB would be taken after consulting the G-8, 
International Monetary Fund, World Bank 
and other Asian economies (a move clearly 
designed to make China look like a respon- 
sive and mature global player). Yet, the degree 
of Beijing's revaluation has been so timid that 
several economists say it will have little im- 
pact on Chinas continuing export boom, 
which continues to grow at about 12 per cent 


Up, where it - 
belongs 





> 





a year, according to government reports. 
"(Two per cent) is too small to make a dif- 


ference to trade or capital flows," says Kroe- | 


ber. This is particularly so because though 
China presents itself as the world's factory, it is 
actually the world's assembler. It relies on its 
cheap labour to assemble imported compo- 
nents into finished products. Since Chinas lo- 
cal value-added to exports is said to range 


from 10 per cent to 30 per cent, even a 25 per | 
cent revaluation would raise prices of many | 
exports by only about 2.5 percentto8 percent. | 


John Rutledge, an economist and former 
US presidential advisor, says the changes will 
also do little to establish a 'real' value for the 
RMB. He says: “All they've done is replace the 
dollar peg with a basket that shifts the peg 
more towards Chinas real trading patterns." 
With Chinese products often being in- 
credibly cheaper than their competitors, a 
two per cent change in exchange rate is not 
expected to alter demand in most industries. 
While price-sensitive, low-margin industries 
such as textiles and electronics assembling 
could be affected due to competition from 
other emerging markets such as Vietnam, no 
major think-tank or analyst has predicted an 
appreciable slow down in Chinese exports. 
Yet, US Treasury Secretary John Snow 
called Beijing's move "extremely positive" and 
said it showed Beijing was "on the right path". 
Numerous trade and finance ministers, in- 
cluding those from Germany, Australia, Japan 
and Thailand, have also said that they expect 
to see their countries' exports to China rise. 
Kroeber says the timing ofthe revaluation 
indicates that Beijing and Washington are in- 
terested in settling the political turmoil that 
the demands for revaluation have created. 
"[The announcement] comes just ahead 


| this September, and it enables him to argue 





of President Hu Jintaos state visit to the US | 





that China has now done its part in mitigating 
the huge US trade deficit with China," he says. 
“Yet it was also done early enough so that Bei- 
jing can claim to its domestic audience that it 
was making the move on its own terms, not 
simply in response to pressure from Uncle 
Sam. Politically, the move also enables the 
Bush administration to declare victory in its 
two-year campaign of quiet persuasion on 
the currency issue." 

One reason the Bush administration 
would like to contain the revaluation issue is 
that it challenges the informal but effective 
system of global finance management that 
has emerged between the US and Asian 
economies over the last 20 years. 

Nouriel Roubini, an associate professor of 
economics at New York University's Stern 
School of Business, and previously a senior 
economist at the White House Council of 
Economic Advisors, wrote last week: "It may 
be the beginning of the unravelling of the so- 
called Bretton Woods II regime, a regime that 
has allowed, until now, the cheap financing of 
the US ‘twin’ deficits (budget and trade)." 

While the original Bretton Woods was a 
formal system that fixed nations' currency 
rates to their gold reserves, Bretton Woods II is 
an informal arrangement that pegs exchange 
rates to the US dollar. 

Today, more than 30 nations, including 
Saudi Arabia, Taiwan and Hong Kong, have 
their exchange rates pegged to the US dollar. 
Essentially, the system allows these nations to 
maintain current account surpluses, as long 
as their surplus is recycled back into funding 
the US current account deficit. Holding this in 
place is an understanding that the US Federal 
Reserve will produce enough money supply 
to stimulate spending with US consumers, 
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The US pressure on China to revalue the 
yuan may come back to haunt it. If the 
yuan gains too much value against the 
dollar, it might lead to China buying less 
T-bills to finance the US deficit, which 
stands at $7.8 trillion. This would lead 
the US to raise its interest rates to keep 
T-bills attractive to investors. 

Many of the largest holders of the US 
debt also have their currencies pegged to 
the dollar. China is the second largest 
holder of US T-bills, with Taiwan, Saudi 
Arabia and Hong Kong (all with pegged 
currencies) following it in the top ten. 
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Some analysts think that 
the yuan revaluation may 
impact China's booming 
exports of low-margin 
goods, such as electronics 





REUTERS 


who will then buy Asian-made clothes (or 
saudi oil) via the 'fixed' exchange rate. The 


Asian countries will then invest their earning | 


into US T-bills — in other words, lending it 
backto the US so the cycle can repeat itself. 


China holds about $250 billion of the | 


US's total national debt of $7.8 trillion, $4 tril- 
lion of which is in tradable bonds (see graph). 
If the imperatives for China to buy US debt 
fade, the US may have to push up interest 


rates it offers on T-bills to make them more | 
attractive to investors. Speculators have | 


already driven US government bonds to 


drop after China’s announcement, with the | 


yield on the 10-year note rising 0.11 per cent- 


age points, to 4.27 per cent. That's up from | 
_ fixed RMB gave investors the comfort of in- 


4 per cent in May when Chinese and Japan- 


ese investors bought some $60 billion of | 


US securities. 


If a two per cent change in the RMB has | 


this effect, a more radical revaluation could 
throw the US government's system of funding 


into turmoil. Already, Malaysia has ann- | 
ounced that it too is ending its peg to the US | 
dollar and moving towards a managed float. | 
| when the RMB actually fell slightly against the 


And Thailand has proposed that Asian 
economies should stop buying US T-bills and 


instead, invest the money in each others’ debt | 


instruments. That way, Asian money would 


switch from subsidising US debt to fuelling | 
, RMB appreciation is a baby-step designed to 
. giveitsome experience in managing a flexible 


regional development and co-dependence. 
So, upward revaluations in Asian eco- 
nomies, which seemed like a grand solution 


to the US trade deficit, will translate directly | 
into higher interest and, therefore, higher | 
mortgage rates for US home owners. It may | 
_ that it had to be devalued 33 per cent in 1994, 


effectivlely end the real estate boom. 


50 far, Beijing has been uncharacteristi- | 
cally open in its currency deliberations. Last 
year, China invited top US economists to de- | 


CURRENCY 





not reconsider, the Bretton Woods II system. 
Chinas financial system needs the change to 
help keep domestic prices low. And in the US. 
many feel the national debt has reached as- 


| tonishing proportions, and there is concern 





about being too dependent on China. These 
concerns were amplified by Chinese General 
Zhu Cheghus recent comments on the use of 
nuclear weapons if the US attacked China 
during a confrontation over Taiwan. 

Despite the perception that China is giv- 
ing in to US pressure, Rutledge says: "In the 
short-run, Beijing walks away with what it 
wants, but... the most important question for 
China is whether growth can continue, and 
for that they need continuous investment. A 


vesting without exchange or inflation risk. Ba- 


| Sically, it outsourced Chinas inflation control 





bate its currency policy. Beijing was also care- | 


ful to prepare the market with well-placed 
leaks about its intentions. Yet markets reacted 
strongly to news. Both Japan's Nikkei index 
and the South Korea's Kospi index fell 1 per 


cent, led by falls in export-oriented stocks | 
. hit farmers. 


such as Toyota Motors. Conversely, Asian cur- 
rencies, including the Taiwanese dollar, South 
Korean won and Japanese yen, rose 1 per cent 
due to pressure from speculators. 

Rutledge says speculators are the wild 





says. Once a government shows it is willing | 


to accommodate political pressures on its | 


currency, the speculators will attack it." 
Still, changing equations also make it pru- 
dent for both the US and China to temper, if 
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to Alan Greenspan. With managed float con- 
trol, that has gone back to Beijing. I think the 
US pressure on China to do this was a mis- 
take, because financial manoeuvering could 
end up being quite tricky for China." 

This unpredictability was underlined 


dollar on its first day of trading in Chinas cen- 
tral foreign exchange market, which is domi- 
nated by China's central bank. In fact, many 
economists maintain that China's modest 


currency. People tend to forget that China 
didn't have a formal banking system or cur- 
rency until the early 20th century. Its Com- 
munist-era currency was so poorly managed 


For now, observers are optimistic about 
the capabilities of Zhou Xiaochuan, head of 
Chinas central bank. Zhou has fuelled expec- 
tations of further appreciation by calling the 
2.] per cent rise an "initial adjustment." But 
both President Hun Jintao and Premier Wen 


| Jiabao are said to fearthat a strong RMB could 


create instability. A fall in exports would hurt 
job creation, and cheaper food imports could 


Kroeber says it may be decades before the 
RMB is allowed to fully float: “It was never the 
goal of Chinese policy to 'correct' external im- 


| balances by a revaluation. The long-term goal 
cards that could sink China's strategy. "Man- | 
aged floats are a disaster because they attract | 
speculators like blood attracts sharks," he | 


is a crawling peg delivering some apprecia- 
tion against the dollar, but this goal will be re- 
alised over 20 years or so." 

Ifit all works out and Beijing engineers the 
‘soft landing’ forits bloated monetary system, 
it will have taken a critical step towards 
shoring up its financial system and turning it- 
self into a global economic superpower. E 
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Moving in line 
with the yuan 


How will the 
revaluation of 
the Chinese 
Currency affect 
businesses in 
India and the 


rest of Asia? 
By Avinash Celestine 
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Impact of the revaluation 


E 


A rupee appreciation could boost bond prices propping up trading profits 


Upstream oil firms may be hurt by rupee appreciation since crude prices 
are determined in US$ terms; downstream firms benefit 


Largely neutral, but exporters of auto components would be hit by a 


weaker dollar 


Will be hit by a rupee appreciation as 7096 of revenues are in US$; 
a 196 appreciation reduces margins by 0.3596 and profits by 1.796 





— the yuans revaluation. Following the 
Chinese move, Malaysia too abandoned 


its dollar peg. But the initial excitement | 
was tempered by the fact that the revalu- | 


ation, as many have pointed out, was minor 
compared to what some were clambering for. 

"The change is minor," says Dilip Jiwrajka, 
managing director, Alok Industries. “So there 


is unlikely to be any significant impact.” The | 


price difference between Chinese and Indian 
textile products, he notes, is around 10-15 per 


cent for most categories. “We'd have seen | 
some benefit to Indian manufacturers if there | 
| justa precursor to much bigger revaluations 
The competition between Indian and Chi- | 


was a revaluation ofthe order of 7-8 per cent." 


nese textile manufacturers isn't so much on 
price. "When we do lose orders, it is because 
wesimply cannot fulfil the kind of large orders 
that the Chinese can," Jiwrajka notes. So, mere 
currency movements arent likely to make In- 
dian textile manufacturers more competitive. 

Following the yuan revaluation, there has 


been pressure on the rupee too. It rose from | 
43.54 on 20 June to 43.39 on 22 July (it was | 
brought back to 43.52 on 26 July). If the rupee | 


goes up again, it would make Indian exports 


expensive. According to a report by brokerage | 
firm CLSA (see ‘Impact Of The Revaluation’), 


the worst-hit sectors could be Indian software 
companies, where a major proportion of rev- 


T was the event everyone was waiting for | 








enues are denominated in dollars. The impact | 


on other sectors is likely to be less strong, in ei- 
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Source: CLSA 


ther positive or negative terms. 

What about capital flows? RBI governor 
Y.V. Reddy believes the impact “cannot be neg- 
ative”. Ata press conference after the quarterly 
review of the credit policy on 26 July, he said: 
" With the yuan revaluation, there could be an 


| unwinding of large capital flows to China. 
, Among emerging markets, India is an attrac- 


tive destination for investment. Realignment 
of capital flows could prove more positive 
than negative for India." 

Many observers, however, predict a rise in 
capital flows to China, at least in the short 
term. Investors, who see the revaluation to be 


in coming months, will invest more money in 
China now. In fact, the RBI policy statement it- 
self states: "As per current indications, the im- 
pact on India is assessed to be marginally pos- 
itive on trade account, neutral on current 
account, and indeterminate on capital flows... 
The capital flows could be potentially volatile 
on the global front though." 

A research report by a large foreign bank 
states that capital flows to the rest of Asia could 
also rise because of speculation that their cur- 
rencies will appreciate with the yuan. "Asian 
economies are now facing meaningful head- 
winds with exports slowing and that modera- 
tion of income growth feeding into domestic 
demand." So any currency appreciation now 
isn't exactly welcome. “We expect currency 
appreciations to be resisted...” it concludes. $ 
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fdn xol protection for 

developing countries too. He is 

Harvey Bale, director-general of the 

 Geneva-based International 

. Federation of Pharmaceutical 

Manufacturers and Associations 
(IFPMA), a high-powered lobby that 
represents the likes of Pfizer, 

"GlaxoSmithKline and Novartis. He 

-has been in the thick of global battles 

: that have pit the patent-owning 

. companies against generics 

: manufacturers, governments and 

activists in developing countries. In 

this interview, Bale speaks to BW's 

d Gauri Kamath on India’s progress on 
-. patents, and more. Excerpts. 


€ Are you happy that India has a pro- 
duct patents law now? 

= About 15 years ago, I had a meeting 
with the Indian ambassador in Brussels. 
- Atthat time, hereflected the view that In- 
-< dia will never ever introduce a product 
— patent law for chemicals and pharma- 
< ceuticals. Is there a big change from that? 
_ The answer is clearly yes. It opens up a 
_. possibility of more partnering between 
* international and Indian companies on 





^ Asia is moving in this direction. 


. Bi How good is Chinas enforcement of 
patents, especially in the light of a 
Chinese court invalidating Pfizer's prod- 
uct patent on Viagra? 

8 Well, every case and every patent is 
“specific. There is no guarantee. China is 
actually doing very well on patents. 
What it is not doing very well is the task 
f enforcement against counterfeit 
“products. The problem of counterfeit- 
ing in China is a huge issue for many 
companies like Johnson & Johnson and 
Pfizer. But companies are relatively 
leased with patents. China imple- 
nented patent legislation in 1993 and 
ntroduced certain provisions that al- 
lowed the so-called pipeline protection 
. aswell. So it is doing quite well competi- 
. tively. Also, four or five research facilities 
- are now being built there. 





new products, vaccines and methods of | 
-> treating patients, Almost all of the rest of 





; tients regardless of whether 


B How about Brazil, which 
has threatened to use compul- 
sory licensing on patented 
AIDS medicines if patent-own- 
ers dont reduce prices? 

8 Every couple of years, Brazil 
threatens to use compulsory 
licensing. It has become a ne- 
gotiating tool. The problem in 
Brazil is budgetary and it is 
limited to only one area — the 
HIV/AIDS programme. That is 
the single programme that the 
government is really commit- 
ted to. But it makes the drugs 
freely available to all AIDS pa- 





they are rich or poor. Soitisa 
mechanism that has no cost 
recovery, no way of replenish- 
ing the funds that it uses. 
Instead of turning around 
rationally and finding a way to 
finance this out of some gen- 
eral revenues, the Brazilian 
government turns to R&D 
firms and threatens them to 
make financial sacrifices. 


B But it is also true that com- 

panies wouldnt reduce prices if 
they were requested to. 

! Companies are doing that 
in countries where this threat 
is not being made. Prices are 

much lower in Senegal than 

thev are in Brazil but Senegal 

has never used the threat. This 

gets to the issue of differential 

pricing by companies in dif- 

ferent markets based on eco- 

nomic conditions. In New 
York, a pricing survey found that prices 
within the city for one product could 
vary as much as 40 per cent. Now, what's 
happening there is that in some of the 
pharmacies and hospital units, large 
volumes, and volume discounts are be- 
ing offered to certain buyers of medi- 
cines. The point is, if you start offering 
companies incentives to go into mar- 
kets, they will reduce the price because 
they want that business. If you offer an 
attractive return even at a very low price, 
any rational person will take that. The 
Brazilian approach is a heavy-handed 
approach which, in the long term, wont 
be successful. If the pressure gets too 
much, the firm would have no alterna- 
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Harvey Bale, director-general, 
international Federation of 
Pharmaceutical Manufacturers and 
Associations (IFPMA) 


tive but to withdraw. 


@ But maybe governments 
know that companies won't get 
out of the market completely. 

8 Yes, because they've never 
pulled the trigger. There are two ways to 
go about this. In the long run, the sus- 
tainable approach is to work with com- 
panies on a volume plan and not by 
means of threat. The other condition is 
that you better be, as in the case of India 
or Brazil, big countries with markets 
that companies want to be part of. Be- 
cause if that were not the case, they 
would be out in a moment. Yet, why are 
small countries getting good prices 





from big companies? Again, if you or- 
ganise a market and a programme, 
companies will respond. 


The Indian government might negoti- 
ate the prices of all patented drugs. 
WE When I look around the world, I don't 
see that anywhere. So we have to be 
careful here because you already have 
price controls in India. You don't need to 
add another layer as a barrier to getting 





the patent. You only want to get the 
product to patients. Therefore, you work 
constructively with NGOs, doctors, and 
suppliers to get the best deal you can to 
cover as many patients as you can. Then 
you want the people who can afford to 
pay, to be able to pay and the companies 
to recoup their investments. 


Have you visited any patent offices? 
@ Not yet. The question is not of en- 
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INTERVIEW 


forcement of patents in court but patent 
grants. This will be an issue, no doubt 
You have a logjam of patent appli 
tions but very few examiners. So | an 
not sure how long that will take to wor! 
out — it usually takes a couple of years 


Is the number of 6,000 pending ap} 

cations huge by world standards? 

E No, itis normal. Some will be easier to 
grant than others. But when the patent 
is pending, there should be systems in 
place to prevent people from copying 
the drug and getting approval to market 
the drugs. 


You are up against a pretty formidabk 
generics lobby in India. 
E Yes, that's true. I think it's good for li 
dia that it has a strong generics industry 
But over time, some of the major gene 
ics companies that were simply hostili 
to intellectual property protection are 
rapidly changing. The fact is generics is a 
growing opportunity in some countries 
like the US, where there is a large market 
and billions of dollars of products that 
will go generic in the next five years. Oi 
the other hand, the scope for Indian 
generics companies to supply to othe 
developing countries is becoming lim 
ited because of the growing adoption of 
patents in countries, especially in Asia. 
Today, only a few countries in Asia do 
not have product patents. The necessity 
for Indian companies to make a tran 
formation from purely copycat industr 
to innovative industry is an imperative 


Would you like to see more co-opera 
tion between generics and research 
based companies? 

WI think there are some issues on 
which it is natural for the two to collabo 
rate. For example, price controls in India 
have adversely affected the whole se 
tor. But I still dont think I see a common 
vision about the future of India. The (r 
search-based) companies think that th« 
patent system will increase the siz 
the pie for everybody's benefit. But out 
colleagues in the generics industry still 
think the pie is fixed. And all that the re 
search-based companies want to di 


to carve up a bigger slice of it 


For the full text of the interview 


















What the biggest deal in Indian telecom means 
for the industry in general, and the Hutch-Essar 


combine in particular. By Anup Jayaram 


CALL OF CONSOLIDATION 


T’S a deal that will shake up Indian 
telecom like never before. First, it’s 
by far the largest deal the Rs 75,000- 
crore Indian industry has seen so 
far. Second, it will signal the eclipse 
of one of the oldest mobile telephony 
brands in the country, BPL Mobile. 
Then, in this first intra-circle merger, the 
biggest player in the country's most fu- 
crative telecom circle, Mumbai, 
may gobble up the Number Two 
to create an undisputed leader. 
And, ifthe deal clears the reg- 

















ulatory post, all this will enable Hutch to 
emerge as a pan-Indian player and hur- 
tle past Bharat Sanchar Nigam to be- 
come the third largest player in the 
country by subscriber numbers. 

At Rs 4,400 crore, Essar Teleholding's 
buyout of BPL Communications is 
worth more than seven times the next 
largest deal in the industry — Bharti's 
Rs 600-crore acquisition of JT Mobile in 
1999, Till now, all mergers and acquisi- 
tions in the industry involved buying 
into new circles. For the first time, after 
this deal, one entity will hold substantial 
stakes in two major operators in the 
same circle. The Essar group, which 
holds 30.42 per cent in the Hutch-Essar 
combine that runs the Mumbai circle 
under the Orange brand, will now hold 
all the equity in BPL Communications, 
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which in turn owns 74 per cent of BPL 
Mobile (a licensee of the Mumbai circle) 
and 100 per cent of BPL Cellular (Maha- 
rashtra, Karnataka and Andhra 
Pradesh). This is one part of the overall 
plan that may face policy problems, but 
let's come back to that a bit later. 

Above all, if Essar Teleholdings and 
Hutch-Essar can merge the operations 
in Mumbai, the combined entity, with 
11 million subscribers, will pose a major 
challenge to the industry leaders — 
Bharti (12.5 million), Reliance (11.64 
million) and Bharat Sanchar Nigam 
(10.23 million). In a sense, it would sig- 
nal the beginning of the second round 
of consolidation in the industry — one 
that is likely to have a more far-reaching 
impact on the industry than the merg- 
ers and acquisitions that preceded this. 





* 


For a deal of such consequence, it 
took surprisingly little time to seal up in 
its current form. Rajeev Chandrasekhar 
had been looking out for a strategic in- 


least a year. But things weren't going 





anywhere because of disputes with his | 


international investors. Then there was 
the tussle with his father-in-law, T.P.G. 
Nambiar, over the ownership of the BPL 
brand. That bit was finally settled out of 
court just four days before the deal with 
Essar was announced. 


was looking at selling only 49 per cent of 


the stake. He had offers from three In- | 


dian mobile operators and at least two 
international players. But, in early July, 


The deal will have to clear 


policy hurdles. But Trai's 


Pradip Baijal says the case 





is yet to reach his office 


Nimesh Kampani, chairman of Morgan 
Stanley India, brought up the prospect 
of selling the entire stake. Chan- 
drasekhar says the deal was wrapped up 
in less than 10 days after that. 

Soon after the deal was announced, 
Ravi Ruia, vice-chairman of Rs 9,500- 
crore Essar group, said: “It gives us the 
ability to increase our presence in the 
country and add muscle to a strong 
presence through Hutchison Essar. 
This, and the Essar group’s other plans 
in the sector, will give us a pan-India 
footprint.” These three new circles will 
extend the Essar group’s telecom pres- 
ence to 16 ofthe country’s 23 circles. 

What does the deal mean for the 











others in the ring? It’s clear that at 
Rs 17,000 per subscriber, the deal is a 


coup of sorts for Chandrasekhar (See | 


| ‘Chandrasekhar’s Odyssey’ on page 30). 
vestor in BPL Communications for at | 


But what would it mean for Hutch? 

It would be good for Hutch-Essar on 
several counts, once Essar Teleholding's 
operations are merged with its own. 


First, it would strengthen its Mumbai | 


business, giving it a 52 per cent share of 
the mobile market. It would also get 
Hutch a presence in three new circles: 


| Maharashtra, Tamil Nadu and Kerala. 
But till end-June, Chandrasekhar | 


Then, since Hutch and BPL Mobile 
are the first two operators in the city, be- 
tween them, they have the cream of 
subscribers. True, over the past year, 
BPL's average revenue per user (ARPU) 


"m 


has come down. And Hutch's ARPU of 
Rs 600 in the city ranks as the highest in 
the country. So the ARPU of the com- 
bined entity, at Rs 486, will be higher 
than the Rs 473 that Bharti users average 
in this lucrative circle. 

Hutch will also gain from the infra- 
structure it will acquire from BPL. The 
latter has 1,400 cell sites across the four 
circles. In Mumbai, BPL's 575 sites will 
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add to Hutch's 800-odd sites, creating | 
unbeatable coverage. (Fourth operator | 
Bharti, whose brand Airtel runs on the | 
1800 MHz band in Mumbai, is already | 


| spectrally less efficient than Hutch and | 


BPL, who run their services in the | 


megapolis on the 900 MHz band.) This 
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compares favourably against Bharti's 
650-odd towers in the city. 

Admittedly, when the Hutch and 
BPL networks get integrated, there will 
be an overlap in some areas. That could 
lead to a rationalisation in the number 
of towers, but even then the combine 
will sport the best network. It could also 
open up another revenue stream for 
Hutch — to share the available infra- 
structure with other operators in the 
city. Apart from this, Hutch will get 20 
BPL galleries in Mumbai and 127 in the 
other three circles. 

Hutch will also get 1,100 employees 
from BPL. Chandrasekhar says he has 
ensured that after the acquisition, em- 
ployee layoffs would be kept to the min- 
imum. Senior telecom officials admit 
that BPL does indeed has a pretty strong 
middle management team. 

On the balance, though its main 
competitor will not be there, Hutch will 
need to increase advertising spend to 
integrate the two disparate brands. And 
the whole integration will take months 
to fructify. 


EFORE anything else, the deal will 

need to clear several regulatory hur- 
dles. Once the integration is complete, 
Mumbai will have only three mobile ser- 
vice providers on the GSM (global sys- 
tem of mobile communications) tech- 
nology, as opposed to four operators in 
the other metros and major circles. 

The first problem will be on equity 
holdings in the operators. On 30 January 
2004, the Telecom Regulatory Authority 
of India (Trai) had come up with its rec- 
ommendations on intra-circle mergers 
and acquisitions. The document clearly 
stated that no single legal entity should 
hold 10 per cent or more in more than 
oneoperator in acircle, either directly or 
through its associates. 

In the past, this clause had been 
cited by the Union government's de- 
partment of telecommunications 
(DoT), the final arbiter, to raise objec- 
tions to the bid by the ST Telemedia- 
Malaysia Telekom combine to acquire 
Cingular Wireless's 33.33 per cent stake 
in IDEA Cellular. The opposition was 
because Temasek, an investment arm of 
Singapore government that has sub- 
stantial stakes in ST Telemedia, is also 
the majority shareholder in SingTel, 
which in turn holds 30.84 per cent in 


TELECOM 
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T the age of 41, Rajeev Chan- 
A drasekhar has struck the deal 
of a lifetime. He has agreed to 
sell BPL Communications to the Ruias’ 
Essar Teleholdings for Rs 4,400 crore. 
If the deal goes through, Chan- 
drasekhar himself will pocket a sizeable 
pre-tax amount of Rs 1,574 crore. 
It's possibly the largest single deal 
by any individual in India. The other big- we RE 
ticket individual deals include Analjit Epp 


Sr slings ct Mar Tale Chandrasekhar’s : 
Odyssey 


1998 (worth more than Rs 700 crore at 
present value), Rajesh Jain selling Indi- 
aworld.com to Sify in 1999 (more than 
Rs 600 crore), and Ramesh Chauhan 
selling ThumsUp to Coke in 1993 (more 
than Rs 330 crore). When they sold 
Shaw Wallace to Vijay Mallya this year, 


the Dubai-based Chabbria family got 
Rs 1,300 crore in all. But it’s not clear 
how Vidya Chabbria and her three 
daughters divided up the amount. 

If parked in a bank fixed deposit, 
Chandrasekhar's newfound riches 


would earn an interest of more than Rs 


7 crore a month. But an entrepreneur 

like Chandrasekhar is unlikely to sit on 
his haunches for long. After all, this is 

the person who once told Business- 


world he would be “the last man stand- 


ing in telecom”. So how does he plan to 


deploy his money? At first, Chan- 
drasekhar waxes philosophical: “I will 
apply the learning of the last 10 years 


Bharti Tele-Ventures. Now, Bharti runs 


its own services in all the eight circles in 


which IDEA operates. 


The other bone of contention relates | 


to the availability of spectrum, on which 
the quality of connectivity largely de- 
pends. Trai recommended on 13 May 
2005 that even though each major 
player is allotted 10 MHz of spectrum, if 
two players merge, the allotted spec- 
trum would be capped at 15 MHz in the 
metros and category A circles, and 12.4 
MHzin category B and C circles. 

Going by that norm, even if it clears 
the first policy hurdle, the Hutch-Essar 
combine will have only 15 MHz to ser- 
vice its 2.78 million subscribers in 
Mumbai. Can the government ask the 
operator to surrender 5 MHz of spec- 
trum? For now, Trai chairman Pradip 








and do it better than the last time. | will 
do one thing and do it well.” After a few 
more questions, he narrows down his 


ties at the moment.” Soon after talking 
to Businessworld on the phone, Chan- 


drasekhar took a flight to the US “to ex- 


plore opportunities". 

Among the opportunities is one of 
being a mobile virtual network operator 
(MVNO), in which he would lease wire- 
less capacity (read spectrum) from an- 
other player to run his own services. 
Richard Branson's Virgin brand, which 


Baijal would prefer to leave the question 


hanging. "There's nothing to say on this | 
right now. We will examine it once it | 


comes before us," he says. 

But one thing is clear. If the spectral 
scope of the new entity is capped at 15 
MHz, the subscribers will suffer. When 
Bharti bagged a million subscribers in 
the metro circle of Delhi, it requested for 


extra spectrum. It now services its 1.67 | 


million subscribers in the circle on 12.4 


MHz. Says T.V. Ramachandran, director | 
general of Cellular Operators Associa- | 


tion of India: "The cap on spectrum will 
have to be reviewed. Unless that is done, 
the quality of service will become an is- 


sue." Globally, the larger operators work | 


onan average spectrum of 22 MHz. 
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| runs MVNO operations in the UK, US 

, and Australia, is possibly the largest of 
B its kind in the world. 

choices: "| am looking at 3-4 opportuni- | 
, under the present policy regime (New 

, Telecom Policy 1999) in India. But one 
| should remember that Chandrasekhar 
| was among the people who worked 


Now, there is no place for an MVNO 


closely with the government to bring 


| the present policy to light. And it's time 
_ for a new policy, which is likely to be 

| tabled in November this year. So don't 

. be surprised if the concept becomes a 
| reality in India sometime soon. 





telecom industry sources say Hutch 
wasn't happy that Essar went ahead and 
announced the deal before all loose 
ends were tied up. Hutch will be able to 
float its IPO only after that. 

Some say the sorting out may hap- 
pen as soon as November, when the 
New Telecom Policy 2005 is likely to be 
tabled. Right now, the government is 
seeking recommendations for it. 

So will the deal go through? Nobody 
is willing to predict at this juncture. Let's 
remember that both BPL and Hutch 
have previously been in deals that did 
not fructify. (BPL could not complete 
the deal that created IDEA Cellular in 
2002 and Hutch failed to acquire C. 


| Sivasankaran's Aircel last year.) So be- 
Going by the book, these may seem | 
to be insurmountable hurdles. In fact, | 


fore BPLand Hutch can cross their lines, 
let's keep our fingers crossed too. 
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IN an era when six holding compa- 
nies control almost all the advertis- 
ing business in the world, it seems 
foolhardy to set up a global creative 
agency. But that is exactly what Andy 
Law has done. Law made his mark 
heading the London operations of 
Chiat/Day and then founding 

St. Luke's, one of UK's best-known 
creative boutiques. Now, along with 
former St. Luke's India CEO Praveen 
Kenneth, he has created a radical 
structure for a new agency, Law & 
Kenneth. Under this, all the offices of 
the agency will pool their resources 
to service clients across the world. 
Operations have already been 
launched in six places, including 
London and Paris. Law, recently in 
India to launch the new agency in the 
country, spoke to BW's Aditya 
Khannaon theidea behind the ven- 
ture. Excerpts: 


E How did you get the idea of starting 
another international agency when six 
holding companies have been dominat- 
ing the global advertising industry for 
the last few decades? 

W The first thing to understand is that 
ours is a global creative network started 
in 2005, not 1945. And that's significant 
because it's not about bricks and mor- 
tar, or [presence in] capital cities. It's a 
more distributed network, selling nodes 
of people around the world. [And these 
people] get better the more they inter- 


epth | 
Tm not pitching 
against O&M or FCB, 
but against their 
holding companies’ 


Interview with ad entrepreneur Andy Law 
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connect. So it follows the 
principles of Linux more 
than earlier operating sys- 
tems like Microsoft. It's 
more Google and eBay 
than Coca-Cola. This is 
what I wanted to develop 
St. Lukes into, but they 
didn't want to do it. So I had to go out 
and do it myself. 


HEMANT MISHRA 


ii How will the holding structure look? 
@ We have taken minority stakes, 26-40 
per cent, [in agencies the world over], 
but they will still be significant holdings. 
Were saying, ‘It’s your company, and in 
exchange [for the stake you can] link up 
under one brand name. We supply the 
marketing materials, the new business, 
the opportunity to work on each other's 
clients, and the open source creativity 
(access to functional strengths of offices 
worldwide). The holding company's 
capitalisation is around $20 million. 


Bi How is it different from other global 
holding groups that frequently take mi- 
nority stakes in smaller companies in 
different markets? 

li There aren't any fundamental differ- 
ences among these other networks. 
They have been operating in the same 
way, holding all the big sub-brands that 
have large clients. And their processes 
get cloned. If I were a customer, I would 
go to someone whose products are new 
and whose systems are different. 


W Is there any particular target segment 
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that you would focus on? 

E I'm not pitching against Ogilvy & 
Mather or FCB. I'm pitching against 
their holding companies, WPP and In- 
terpublic Group, that have become as- 
sociated with senior clients. We will fo- 
cus on the global clients and tell them, 
Heres your distributed creative net- 
work around the world’. [Simultane- 
ously], each individual office also has a 
local setup and can chase whosoever 
(client) they like. 


E Bigger groups like WPP have not been 
able to fully transfer such functions 
within their own networks. How will 
such a model work with agencies world- 
wide that have no shared history? 

Bi In order to make it work, what you 
must not do is clone your offering 
around the world. At the moment, that's 
what the other networks have done due 
to their history. So what we're trying to 
do is give each market a lead strength. 
Just look at the way businesses have had 
to innovate. Take Ikea for example. They 
source different parts of their consumer 
offerings from different parts of the 
world — wood from one part and met- 
als from another. But you, as a pur- 
chaser, don't worry where it's coming 


LI 


from. You worry about the quality. 


8 In case of Ikea, for example, the prod- 
ucts are commoditised. So, it's easier to 
outsource functions once the process be- 
comes mechanical. Bob Kuperman 
(vice-chairman, DDB Worldwide) feels 
that creative products should not be out- 
sourced because of the lack of under- 
standing of local behaviour, the inacces- 
sibility of the creative people to the 
clients, and the unwillingness of creative 
people to share their work... 

Wi A lot of what Bob says is right, but the 
key here will be that the companies can 
do whatever work they want to do lo- 
cally and buy in the missing elements 
from within the network. 

I have realised that the Eastern mar- 
kets have a kind of vibrancy and enthu- 
siasm that the West has simply forgotten 
about. The Western markets are still very 
slow and xenophobic about how they 
see outside work. On the other hand, the 
West has got 50 years of understanding 
of how the business works. Bring these 
two things together — wisdom and en- 








ergy — and you've got something very 
exciting. For instance, we are pitching 
for a client where the strategy is coming 
out of London, creative is coming out of 
Mumbai and interactive is coming out 
of Stockholm. 


@ You mentioned that each market will 
specialise in something and the network 
would help you distribute that to all the 
other locations. What strength do you 
think comes from each of the six centres 
you are operating in right now? 

Bi Specialised skills will be important, 
but not totally distinctive. You can get 
good interactive out of India as well as 
Stockholm. It really works when you 
have alarge client and you need to com- 
municate in the print medium around 
the world using billboards, back [covers] 
of magazines, and in-store display. 
Mumbai is going to do that because of 
the way it has been forced to use this 
medium. The way here is that one is 
forced to be economical with words and 
strong with image. And that's good glob- 
ally, too. On the other hand, the UK has 
















been good at sourcing information. We 
have just won another foreign client, 
but India will be doing the work for it. 


© How would you rate the quality of 
communication services in India? 
8 First, the emerging markets (like In- 
dia) have embraced new media faster 
than the evolved markets. For example, 
Red Bull in india has done some fantas- 
tic work in interactive. "ne 
Second, I see alot of the print work. 
here nodding to Western mindsets and 
values, I still see Indian modeis feign 
a strong European look and backing 
away from the Indian feel. The thing! see - 
most and want to plunder is total 
naivete. And | dont mean it negatively. 
So, what | want to do is take that fresh, 
unencumbered way of talking to cus- 
tomers and take it to different places 
around the world. m 


For the full interview 
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nuclear winter 


S Manmohan Singh was ad- | 


dressing a joint session of the 
US Congress on 19 July, un- 


known to the prime minister | 


and his delegation, non-pro- 


liferation hawks were already | 
working hard to undermine | 


what he and President George W. Bush 
had decided the previous day: a series of 
steps which would confer on India 


global recognition as a nuclear weapons | 


state and bring the technological and 
economic benefits available to the five 
members of the exclusive nuclear club. 
It was Ed Markey, a Democrat from 
Massachusetts and a member of the 
House of Representatives (widely re- 


spected for his non-proliferation cru- | 
sades on Capitol Hill), who quietly | 
tagged an amendment to an Energy Bill | 


prohibiting export of nuclear technol- 














ogy or equipment to countries which 
have detonated a nuclear weapon and 
not signed the Nuclear Non-Prolifera- 


tion Treaty. Markey’s amendment did | 


not name India, but he did not have to. 
India and Pakistan are the only coun- 
tries which fit this description, and Pak- 
istan is neither seeking nor getting any 
nuclear technology from the US. 

Had Markey's amendment become 
part of a sweeping Energy Bill, which the 
US Congress is to set to adopt this week, 
the much-heralded Bush-Singh initia- 
tive on nuclear cooperation would have 
been dead duck in the very week it was 


amendment but, fortunately, senators 
rejected it when it went to a 'conference 
committee' of both houses of Congress 
in order to reconcile differences and 


| create a common bill. He may have 


launched. That sums up thetenuous na- | 
ture of what is being heralded in India as | 


the biggest breakthrough in the history 
of Indo-US relations. 


The energy committee of the House | 
of Representatives approved Markey's | 
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been frustrated this time in his effort to 
put the clock back on Indo-US relations, 
but Markey is not one to give up. Al- 
ready, he is claiming moral victory. "I 
hope the bipartisan passage of this pro- 
vision here in the energy committee 
sends a clear message: we should not be 
sending nuclear materials to India." 
The prime minister has triumph- 
antly returned, and can justly claim to 
have shaken the foundations of a dis- 
criminatory global non-proliferation 
regime in a way all of his predecessors 


| wanted, but were unable to do. But the 


biggest stumbler on the road that he 
and Bush want to take is best defined by 





Michael Krepon, president emeritus of 
the Henry L. Stimson Center, a leading 
think-tank in Washington: "If we change 





the rules of proliferation, we can't | 
change them only with respect to our | 


. friends... When you make an exception | 


+ forIndia, other nuclear suppliers are go- 
ing to want other exceptions for other 
. countries. And the Nuclear Suppliers 
Group, which tends to operate by con- 
sensus, could become a victim of this 
agreement. In which case, the nuclear 
future is going to have fewer rules, in- 
cluding fewer rules of nuclear com- 
merce, and that is a dangerous thing.” 
las Ashley Tellis, senior associate 
1egie Endowment for interna- 
zal Peace in Washington, says, the 
f ` Bush-Singh initiative runs the risk of 
. running aground (see Page 42) unless 
. Congress speedily amends America's 
Atomic Energy Act. Until that amend- 
ment becomes law, everything that 
Bush and Singh decided about nuclear 
cooperation can only remain on paper. 
This is a view that is widely shared 
within the Bush administration. Its key 
members have already started making 
their case that cooperating with India is 
in Americas interest. In the complicated 
world of alliances that make and break 
. power equations in Washington, the in- 
. terests of environmentalists and anti- 
proliferationists often coincide. There- 
fore, the Bush administration has started 
courting environmentalists in support 
ofthe Atomic Energy Act amendment as 
a prelude to courting the more difficult 
non-proliferation lobby. 
Says Mike Green, senior director for 
Asian affairs at the National Security 
Council (NSC): "One of the interests we 























dia is to fight global warming in a way 
1 akes good technological and eco- 
se, When you look at demand 
in India, likely growth trajectories for 
their economy... it is an area where co- 
operation on civil nuclear makes sense." 

But in the coming months, presi- 
dential aides, if not the president him- 
self, will have to throw their full weight 
behind any effort to change America's 
non-proliferation laws. Given the pre- 
sent mood in the US, they can do this 
; only by linking their support for a nu- 
ar India with Americas national se- 
‘a prelude, word of a new Bush 











',. have in civil nuclear cooperation with | 


‘triumphant, 


doctrine: is already being put out which | 


RR 





says that America no longer cares if In- 
dia and Israel have nuclear weapons — 
because their weapons pose no threat. 
Not so with states that remain part of 
the ‘axis of evil’ — Iran and North Korea 
or even Pakistan, which has a dismal 


| record on non-proliferation. If this idea 


evolves into a doctrine, it will mean that 
it no longer matters that countries out- 
side the nuclear club have nuclear 
weapons as long as they are on America's 
side. It is an approach typical of the Bush 
administration's unilateralism, yet it is 


one that the American people are likely | 


to understand for its simplicity. This is 
where the Indian-American community 
comes in, as Tellis says, in convincing 
lawmakers from coast to coast that nu- 
clear cooperation with India is, fore- 
most, in US interest. 

India can lend strength to the efforts 
to change US non-proliferation laws by 
speeding up its own legislation — which 
Delhi is committed to push through as 
part of steps to guarantee that nuclear 
technology and equipment procured 
from other states are safe in its hands. 
During Singh's talks, the Americans were 
clearly impressed that Parliament 


passed the Weapons of Mass Destruc- | 


tion Export Control Bill in record time. 

If the promise of a partnership be- 
tween India and America in the 21st 
century — signalled by Bush's willing- 
ness to make an exception for India, in 
the nearly four decades-old global non- 
proliferation regime — is to realise its 


The PM 


to walk is 
thorny. 
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| rum of indian and American CEOs. 





full potential, there has to be all-round’ ~ 
progress in relations between the - 
world’s oldest democracy and its most — 
populous one. Once the intellectual ' 
property right protocols that Singh and | 
Bush agreed on are implemented, the | 
coming years will see joint research, cos = 
operation between Indian and Ameri 
can scientists in government agencie 
private sector, and academia notoniy 
basic sciences, but also in space, energ 
nanotechnology, health, and TE 
Anewly set up Indo-US Tra de 
Forum will deal with contentiou 
such as tariff and non-tariff trade be 
ers, foreign direct investment, subsid 
customs procedures, standards, testing, — 
labelling and certification, intellectual — 
property rights protection, sanitary and 
phytosanitary measures, government 
procurement and services, Although the — 
public focus has been on the nuclearis- - 
sue, long-term benefits will accrue to In- 
dia once the less publicised aspects of > 
the agreed bilateral energy dialogue 3g 
move forward. Forinstance, thetwogov- 
ernments have committed to efficient _ 
and environmentally responsible use of 
coal, steps to promote stable energy a 
markets and deployment of clean, re- 
newable energy. India is convinced that — 
increased power generation holds the _ 
key to prosperity and that the US can 
help with their technological superiority. 
One member of the prime minister's 
delegation, who has always recognised 
that business will determine the course 
and speed of Indo-US engagement, is 
Montek Singh Ahluwalia, deputy chair- 
man of the Planning Commission, who... 
also co-chairs the ‘high level coordin ab 
ing group’ on economic ties with th 
His initiative in setting up a CEO's Fo 
rum will be crucial in lobbying with: 
Americans in the months ahead. Uu 
NSC's Green says CEOs constitute “a 
forum that we have used in the pastin. 
another bilateral relationship, forexam- — 
ple with Japan. Several years ago, weset 
up a business-government roundtable, 
and found that it was avery effectiveway © 
to get independent voices into the g gov- 
ernment dialogue on how to strengthen 
economic cooperation, increase oppor- 
tunities for business, and put out the 
good word about those opportunities. 
And we are offto a good start with this fo- 






































Joint military activity between In- 


@ORLD reaction to America’s decision to virtually rewrite the NPT 

! and extend de facto recognition to India as a nuclear weapons 

9 8 state would have been seismic if US secretary of state Con- 

doleezza Rice had not taken pre-emptive steps to contain the fallout 
from a Indo-US joint statement on 18 July. 

Rice, who was national security advisor in the first George W. Bush 
administration, was witness to many turf and ideological battles in 
Washington. Acutely aware of what lay ahead once the joint statement 
became public, she briefed Mohamed El Baradei, director-general of 
the International Atomic Energy Agency, the UN body, which deals 
. with nuclear issues. Support from El Baradei was forthcoming. In a 
‘statement, he said: "Dut ofthe box thinking and active participation by 
allmembers of the international community are important if we are to 
advance nuclear arms control, non-proliferation, safety and security, 
and tackle new threats such as illicit trafficking in sensitive nuclear 
technology and the risks of nuclear terrorism... Making advanced civil 
nuclear technology available to all countries will contribute to the en- 
hancement of nuclear safety and security." 

Rice also telephoned Pakistan's Pervez Musharraf, while her aides 
explained the deal to Nato allies — Britain, France and Germany. 

Sonia Gandhi had already ensured that there would be no serious 
Russian fallout from closer Indo-US engagement of any kind by mak- 
inga well-received visit to Moscow exactly a month before Prime Min- 
ister Manmohan Singhs trip to Washington. For Russians, who have a 
special relationship with the Nehru-Gandhi family, Sonia’s visit was as 
emotive as it was for her — her last trip abroad with Rajiv Gandhi, 
shortly before his death, was to Moscow. 

The French will support India: it was Paris, which helped New Delhi 
. in 1998 break the unity among the five permanent UN Security Council 
members, which wanted to punish India for its nuclear tests. 

Britain will go along with the US on India as it is keen to get a slice of 
the Indian cake as the country's economy expands. 

China is a question mark. But Beijing, which always makes a dis- 
tinction between its bilateral and multilateral diplomacy, may be ac- 
commodating if India makes the right moves. 


ian and US forces in the last five years, 

s given both sides the confidence last 
onth to sign a controversial frame- 
rk for defence relations during the 
ngton visit of Defence Minister 

inab Mukherjee. Under the frame- 
rk, Indian military attaches will now 
permanently stationed at America's 
tral and Pacific Commands as part 
rapidly expanding bilateral military 
es. Until now, India's military contacts 
th the US were divorced from ground 
ealities because these were with the 
lonolulu-based Pacific Command, 
which handles Asia Pacific and not 
South Asia or India’s extended backyard 








of the Arabian Gulf. The Florida-based 
Central Command deals with 19 coun- 


tries — from Kenya to Afghanistan and | 


Pakistan. But the Americans have al- 
ways shooed India away from the Cen- 
tral Command because this was the 
command that also dealt with Pakistan. 

India has been insisting, in recent 
talks with defence secretary Donald 
Rumsfeld and others, that its growing 
strategic profile in Asia requires contacts 
with both the Pacific and Central com- 
mands. That the Americans have agreed 
not only to this change, but also to the 
stationing of attaches at both com- 
mands, is an acknowledgement that the 
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US nowsees India’s strategic role well be- 
yond the confines of South Asia. 

Neither the Pentagon nor America’s 
military industrial complex believe that 
India will buy significant quantities of 
US arms any time soon. In any case, the 
legislative red tape associated with buy- 
ing American arms is considerable for a 
country like India. The recent purchase 
of weapon locating radars — the first big 
arms deal between India and the US in 
decades — took four years to be ap- 
proved! But American arms producers 
are keen to sell to India. And the option 
to buy US arms considerably increases 


| | India’s room for strategic manoeuvre. 


Market reforms have invaded all space 
that was formerly Soviet. As a result, 


| many items in Russias military sales in- 
| | ventory now cost 3-4 times they did at 
| | a time when Indira Gandhi or Rajiv 

| Gandhi could go to the Kremlin and 
| makedemandsasanally. India stands to 


gain considerably in arms procurement 
from this option to buy from the US. 

A month after Mukherjee signed the 
controversial framework for defence re- 
lation with Rumsfeld, military industries 


.| onbothsidesarefollowing up on oppor- 
|| tunities offered by a sector which was 

hitherto closed to each other. The US-In- 
| dia Business Council is offering to be the 


midwife for joint ventures. 

On the Indian side, Larsen and 
Toubro, Tata Power and Wipro have been 
the first to wade into this field. On the US 
side, the list is understandably longer, it 
includes giants like Honeywell, Lock- 
heed Martin and Northrop Grumman. 

There is irony in that everything that 
India is doing with the US has shades of 
what the Chinese did decades ago. But 
those Sino-US initiatives allowed Bei- 
jing to emerge as the next superpower of 
our times. For this reason, Manmohan 
Singh's Washington visit is being com- 
pared to that of Deng Xiaopings a quar- 
ter century plus ago. If history repeats it- 
self by producing the same results for 
India, the prime minister will go down 
in history, not only as the initiator of In- 
dia's economic reforms, but also as the 
man who took those reforms to their 
logical end and integrated India — its 
economy and its strategic interests — 
with the rest ofthe world. a 


The aiuhorts the Washington- based 
diplomatic editor of The Telegraph 
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Tis style, not substance, which will 
determine the nature of Indo-US 
relations during the nearly three- 
and-a-half years that is left of the fi- 
nal term of George W. Bush's presi- 
dency. For those who have watched the 
way India and America have engaged 
each other, particularly since the nu- 
clear tests in 1998, the overwhelming 
importance of style over substance has 
always been apparent. In the run up to 
Prime Minister Manmohan Singh's visit 
to Washington, Bush underscored this 
once again and set a personal example. 
It has been a huge embarrassment 
for the Americans that transcripts of 
White House conversations 34 years ago 
(which were released only weeks before 
the Indian Prime Minister's visit) showed 
India in an extremely unflattering light. 
In the tape, the then president, Richard 
Nixon, refers to Indira Gandhi as a 
"witch" and his secretary of state, Henry 
Kissinger, calls Indians *bastards" and 
“sons of bitches”. Kissinger was quick to 
apologise. He called up Indian ambas- 
sador Ronen Sen and also went into a 
long explanation of his remarks at an 
event hosted by the Confederation of In- 
dian Industry (CID) in New York. 
But Bush did not wait for any of this. e 
He simply summoned his chief speech- 
writer and asked him to include quotes 
from Indira Gandhi in his next major 
speech. Bush's speeches are vetted and 
re-vetted many times — ever since 16 
words about Iraq’s weapons of mass de- 
struction made their way into his ‘State 
Of The Union’ address before the war 
and got him into the serious trouble that 
is still dogging the White House. That the 
quote from Indira Gandhi survived all 
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the vetting shows that the president's in- 
tention was to placate Indians angered 
byt the Nixon-Kissinger transcripts. 
_ . Americans have always put a high 
. premium on style in their dealings with 
foreign leaders. Rukmini Menon, who 
-was joint secretary in charge of Ameri- 
- cas in the Ministry of External Affairs 
- during Kissingers visit to India in 1971, 
-. inafailedattemptto douse the flames of 
~ Bangladesh liberation, recalls how the 
German-American diplomat famous 
for his intellect tried to downplay sub- 
ice when he met defence minister 
Ram, who was preparing for | 
Pakistan. Kissinger had ex- 
an invitation to Ram to visit 
ington in the hope that the gesture 
^ would win him over. It did not impress 
Ram, and Kissinger was speechless 
when the defence minister responded: 
"Why should I come to Washington?" 
More recently, however, the Ameri- 
cans have learnt what precisely would 
tickle the Indians. In 2001, for the first 
time, a visiting Indian minister was 
given access to an American president, 
but it was ‘drop-in’: Bush dropped into a 
meeting between external affairs minis- 
ter Jaswant Singh and Condoleezza 
.. Rice, then national security advisor, and 
took Singh on a tour of the White House 
Rose Garden. Since then, the Americans 
have perfected this method of charming 
Indians by extending Oval Office ap- 
pointments to any visiting minister 
from New Delhi. 
























Shortly after Kanwal Sibal took over | 
as foreign secretary in July 2002, he de- | 


cided that the practice of taking all and 
sundry coming to New Delhi to see 
Prime Minister Atal Bihari Vajpayee had 
to stop and that there would be strict 
iprocity in meetings for ministers 
idia. Colin Powell, who was 
of state in the first Bush ad- 

: inistration, sought an appointment 
x with Vajpayee on a trip that would take 
him to several Asian countries. South 
Block refused and told the US embassy 








in New Delhi that Powell would haveto | 


be content with meeting Yashwant 
Sinha, who was external affairs minis- 
ter. Lalit Mansingh, the then ambas- 
sador to Washington, flew down to New 
-Delhiand told Sinha that if Powell could 





Sinha could hope to get into the Oval Of- 
fice or meet Bush when he came to the 


not meet Vajpayee, there was no way | 


Indians ! 
beat the 





| US. Sinha went to 7, Race Course Road. 
| A meeting with Vajpayee was duly 
| arranged for Powell. 
| When the Americans want some- 
| thing, they can go to great lengths in try- 
ing to sweep visitors off their feet. L.K. 
Advani arrived in Washington on a Sun- 
day on his first visit to the US as deputy 
prime minister. That was the time the 
| Bush administration was desperate to 
| get Indian troops to go to Iraq. The US 
| embassy in New Delhi had underesti- 
| mated opposition within the govern- 
| ment to the idea, and reported to Wash- 
| ington that all that was needed for an 
| OK for Indian troops was a little push 
| here and an encouraging pat there with 
| key people within the NDA set up. 
| Within hours after Advani checked into 
| thehistoric Willard Hotel near the White 
| House, defence secretary Donald 
| Rumsfeld landed up at the hotel to 
| enquire after the deputy prime minis- 
| ters welfare. 
| Indian diplomats in Washington, 
| 
i 
| 
| 
| 
i 
| 
| 
| 
| 
i 


who were overwhelmingly in favour of 


dispatching Indian jawans to Iraq, never 
tired of telling Advani what a grand ges- 
ture it was on the part of Rumsfeld to 
have dropped in at the hotel on a day 
when all of official Washington would 
not countenance any engagements, 
least of all, with a foreign leader who 
does not even fit the description of an 

| American ally. A lesser man than Advani 
| would have been taken in by the gesture. 
During Manmohan Singhs visit to 
Washington, Rice broke protocol and 
called on her Indian counterpart, Nat- 
war Singh, at the Willard Hotel, the day 


before Bush received the prime minister - 


at the White House. Vice-president Dick 
Cheney too insisted on calling on the 


| prime minister at Blair House, the presi- M 
| dential guest house adjacent to the | 
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The Americans know 
precisely what wou Id 
tickle the Indians, but 












| White House, where Manmohan Sir 
; was staying, instead of the other way as — 





| protocol required. E 
| The big difference, though, is that- — 


lately, the Indians have learned to beat 
the Americans at their own game. In. n 
1993, for the first time since Indepens 
dence, India got offthe moralhighhorse 
in its dealings with the Americans when 
PV. Narasimha Rao agreed to the ap- 
pointment of a paid lobbyist in Wash ce 
ington — like every other countr p—10 — 
| argue New Delhi's case. When Jaswant __ 
| Singh was being taken on a tour of the — 
White House Rose Garden in 2001, Bush 
was yet to outgrow his Texas governor- — 
| ship and had moved: uncertainly. ino — 
| the presidency in a disputed election. 














| Jaswant Singh completely disarmed the 
| president by telling him: "Your father 

| started the process of changing thena- 
| ture of Indo-US relations. You now have me 


_ the historic opportunity to complete 
_ what he started." Bushisaman whoun- | . 
derstands simple words and insiders in. —— 
Washington insist that this reasst 
praise by Jaswant Singh of an: 
president was the turning p 
US ties under Americas 431 

Washington is one of those 
cities, where what you do is less i : 
tant than how you do it. That explains 
how the Saudis were able to fly home i 
. their nationals, including several bin ^ 
| Ladens, when the entire US air space 
, was closed following the 9/11 attacks.To —. 
a large extent, that also explains why- 
Bush has made an exception for Ind 
on the stringent terms of the global non- 
proliferation regime, without which, li 
dias potential rise as a global power ' 
| would have remained a pipe-dream for — 
a very, very long time, indeed. 3 
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served in the State 
Department and was senior advisor to 
Robert Blackwill when the latter was US 
ambassador to India. Tellis was then on 
the National Security Council staff as 
special assistant to the US President and 
senior director, strategic planning. Now a 
senior associate at the Carnegie 
Endowment for International Peace, Tellis 
recently published a report ‘India as a new 
global power: An action agenda for the US? 
Many of his recommendations were 
implemented by the Bush administration 
during PM Manmohan Singh's visit to the 
US. His reflections on Indo-US relations. 


E Your recent report was a curtain-raiser for 
Manmohan Singh's visit. How does it feel to be 
so prophetic? 


I am gratified that the arguments I have | 


made for many years now finally find reso- 
nance in the bold initiative undertaken by 
President Bush. The credit for this break- 
through goes to him, first and foremost. And to 





secretary of state Condoleezza Rice, counselor | 


in the state department Philip Zelikow, and un- 

der secretary of state for political affairs 

Nicholas Burns, each of whom were pivotal in 
making these new forms of US-India civilian 

nuclear cooperation possible. 

= 


B What could derail this work? 


The Bush administration still has to get 


the Congress to support the deal, most likely 


through an amendment of Section 123 of the | 


US Atomic Energy Act. This will require con- 
sultations and bargaining with lawmakers on 
Capitol Hill, especially with key senators and 
Congressmen who sit on the relevant com- 
mittees. Simultaneously, the administra- 
tion will have to engage in consultations 


arguments — both real and spurious | 


with the Nuclear Suppliers Group. The | 








— of the non-proliferation lobby will 

also have to be addressed. If any of 
these actions cannot be completed | 
satisfactorily, we run the risk of this | 
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initiative running aground. 


E What role can the Indian-American 
community play in giving a shot in the arm 
for Bush and Singh in what they are doing? 

On the civil nuclear cooperation issue, in 
particular, the Indian-American community 
will have to reach out to their elected repre- 
sentatives and make the case for why this ini- 
tiative is important — first, to the US and its 
long-term security; and second, why it is criti- 
cal for good US-India relations. 


li Robert Blackwill once said economic 
relations between India and the US were as 
flat as a chappati — a comparison that did 
not go down well with many Indians. Do you 
see that changing? What would it take to put 
a ‘puri on the table instead? 

We must work to advance two important 
objectives: increase Indian investments in the 
US and increase US investments in — and 
trade with — India. I believe that working to- 
wards a US-India free trade agreement is the 
best way to achieve this over the long term. 


E What is the guarantee that if India moves 
many of its eggs into the US basket, new 
Democratic administration will not put the 
clock back on non-proliferation, human rights 
and other usual holy cows for Democrats? 

If the Congress amends the relevant laws, it 
is unlikely that any future administration 
would move to roll this back. It would be both 
counterproductive and terribly destabilising. 
To avoid such temptations, however, it would 
be useful to get bipartisan support for the 
President's initiative in the Congress. 


E On Pakistan, what action agenda’ would 
you recommend for the Bush administration? 

The US should continue to support Pak- 
istan in its effort to transform itself, but hold 
President Pervez Musharraf to his promises to 
deliver on terrorism, a return to democratic 
rule, and non-proliferation. 
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The Prime 
Minister 
bargained 
away some 
freedom 

in foreign 
policy to 
get access 
to advan- 
ced tech- 
nology 
from 

the US and 
its allies 


y ashok v. desai_ 


Back from the 





doghouse 


HE Prime Minister's visit to Wash- 
ington was attended by much 
pomp and ceremony. With the me- 
dia closely positioned to watch, it 
occupied acres of print and hours 
of prime time. Many of the achievements of his 
visit are preliminary and contingent. But in one 
area, they are concrete and substantial. 

India’s energy policy entailed that whilst oil, 
home-produced as far as possible, was used for 
transport, domestic coal supplied the rest of 
energy. Indiscriminate self-sufficiency made 
energy costly and industry uncompetitive; but 
that made India even more self-sufficient and 
was seen as a virtue in a paranoid age. After the 
reforms, the steel industry was allowed to re- 
place coking coal with imports; but the rest of 
the energy economy was left untouched. 

Energy has engaged the attention of recent 
governments because the state-owned coal 
companies are showing signs of age and ex- 
haustion. Subsidised electricity demands ever 
increasing volumes of coal; the coal industry 
has barely managed to keep up with the de- 
mand. One way of instilling vigour into the in- 
dustry would be to introduce private capital. 
But the monolithic Coal India and its unionised 
labour force have stalled such initiatives. 

A substitute for coal would be oil; and 
thanks to the protection they have had, govern- 
ment oil companies are drowning in cash and 
keen to invest. But the world’s best oil proper- 
ties are occupied by established oil companies, 
and in the competition for new fields, our oil 
companies generally lose out to more thirsty 
and resourceful Chinese companies. 

So our hydrocarbon companies have been 
increasingly drawn to gas from the Middle East. 
Iran has the largest gas reserves in that region; it 
is difficult for anyone looking for gas to avoid it. 
Iran, however, is anathema to the US. Their re- 
lations soured when mobs in Teheran held US 
embassy staff captive for months at the time of 
the Ayatollah’s revolution in 1978; they have 
worsened since it came to be known that Iran is 
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working towards a nuclear bomb. 

To dissuade India from importing gas from 
Iran, Condoleezza Rice had said four months 
ago that the US was prepared to help India 
solve its energy problems. That started a 
process of negotiations which has resulted in 
the understanding reached in Washington. 

India cannot be recognised as a nuclear 
power unless the nuclear powers under the Nu- 
clear Proliferation Treaty (NPT) agree to do so. 
There is no chance of that happening; China 
would veto such a proposal. What the US has 
done is to recognise India as a nuclear power 
without calling it one; it has agreed to give up all 
the punitive measures that the NPT enjoins its 
members to adopt against ‘rogue’ nuclear pow- 
ers like India. In particular, the US willno longer 
restrain flow of nuclear equipment, fuels and 
technology to India. And ifthe US exports these 
to India, other countries will follow, if only not 
to beleft out ofthe Indian market 

The significance of this move can be appre- 
ciated only if it is realised how costly India's 
home-built nuclear power plants have been. 
They have taken years, often a decade, to build. 
Their performance has not been bad. But their 
costs have been so high that the government 
could not afford to give them more than a token 
share in India's power supply. 

No nuclear plants have been built in the US 
since the Three Mile Island incident. Nor have 
many elsewhere; world oil supply was benign 
from the 1980s, and countries did not see the 
need for nuclear power. But oil prices have 
more than doubled in the last three years, so 
nuclear power must look more attractive. And 
the companies that built nuclear plants once 
still have the technology, even if in mothballs. 

It is likely that the US will now expect India 
to keep away from Iran, and that India will have 
to share with the US the policing of the Indian 
Ocean. Manmohan Singh has made a bargain. 
How much we get out of it depends on how far 
we use the door to US technology and equip- 
ment that he has prised open. LI 
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“Transformational 
change is not about 
dramatic action, but 
a series of small 
incremental steps. 
But it helps to house 
these incremental 
steps within the 
framework of a 
strategic intent.” 


Nandan 
Nilekani 


“When we talk of the 
watchman or the 
security guard at the 
front gate, how does 
this transformational 
vision affect them? 
Aligning people in 
various functional 


areas, business 


units and all the 
stakeholders — that 
takes a lot of work.” 


Jalaj Dani 
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“The biggest lesson | have learnt over the 
years is that things change because 

of people. Challenge their ambition, 
challenge their aspirations, but don't 
challenge them personally. After all, they 
are the company.” 


R. Gopalakrishnan 



























INDIAN companies stand at a rare threshold today. If 

they stick to status quo, the outcome could range 

from 'business as usual' to becoming irrelevant. On 

the other hand, if they opt for change, the array of 
possible outcomes diverge even more starkly. 

| Companies could encounter exhilarating growth or 
E ! viden A clutch of Indian companies 


"Some weeks ago, Businessworid invited leaders 
om a few such companies to get a sense of . 
what it takes to make transformational change 
happen. The leaders were R. Gopalakrishnan, 





president, CEO and managing director of. fosys 
Technologies; G.V. Prasad, vice- -chairman and CEO, 
Dr. Reddy's Laboratories; Jalaj Dani, VP. _ 
(international), Asian Paints; and Gautam Kumra, 
partner, McKinsey & Co. Indrajit SD moderated - 
the discussion. 


Indrajit Gupta: A warm welcome to the Busi- 
nessworld Roundtable on making transfor- 
mational change happen. This is one of the 
best lineups we could ask for — the organi- 
sations each of you lead are very interestingly . 

poised. Mr Prasad, I'll start with you. Could you give: me 

the backdrop to the change process underway at Dr. Reddy’s? 
G.V. Prasad: First of all, it has been more of an evolutionary 
change.We started as a small company that made pharma- 
ceutical ingredients. Then we began substituting imports. 
From there we moved to exports, then we moved up the value 
chain into products, and then we went into research. So, it has 
been a sequence of changes, more evolutionary than trans- 


í formationali in nature. 


"Therei is not one single event which is a defining event for 
us in terms of setting a transformational agenda. If there was 
one single incident or decision that we took, it was to invest in 
research. From 1993 onwards, we began investing in research 
to discover drugs for unmet medical needs. That was a big 
step. Because what we were doing till then was 'me-too' kind 
of research. | think this is the challenge. Fundamental discov- 
ery is really a big change and I think that's the context I would 
say for transformational change. 

R. Gopalakrishnan: | think ‘transformation’ means different 
things to different people. Compared to Infosys, companies 


- like Tata and Lever, which are my two experiences, are rela- 


tively old organisations. These will have a different set of chal- 
lenges. If 1 take the metaphor of the human body, there is one 
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situation where the patient has had a heart attack and is in the 
ICU. That requires an emergency type of response from the 
doctor. There is another situation where the patient is a little 
overweight with some [high] blood pressure. That requires. 
urgent correction, but not in an emergency mode. | 
It is important to distinguish between these in man: 
ment, just as in medical care, Most organisations require 
latter variety of maintenance and upgradation all the tim 
That tool is ‘transformation’, In the romanticised version of. 
magazines, transformation looks like somebody has tumed. 
the whole company upside down. lam very interested in pur- 
suing that later on, a discussion on this evolutionary change 
as compared to the revolutionary way magazines and bo 
present it. One should not get carried away by the hy; 
professional manager or, for that matter, owner would. 
see his company in the ICU. itmay well happen des 
best efforts . But 85-90 per cent oft ne time, all transformation 
are perv: l P w Mr. r Prasad. | EM 





















"asaasforiadot: I Twonld s say that’ in 90: per- vs 
- cent of the cases, the professional man- 
agers are trying to rearrange the drawing 

^ room withthe existing fixtures and furniture —— 
_ with fewnewitems, Butonce in awhile, wehave - 
tocha nge the whole place, break everything down. 1 just EC 
wanted to bring that perspective in. 5 









| Nandan Nilekani: Yes. It is not about some dramatic action E 


| that happens, but a series of small incremental steps. B But it 


helps to house these incremental steps within the frar nework z 
of a strategic intent. I think we discovered it in the early 1990s... 
At that time we were an unknown company. And we said th 
we must be more clear in where we want to go. We found tha 
the best way to do that was to raise our aspirational level ar 
definea vision ofthe future. That does two things. Itservesasa — 
common unifier for all the people, telling them that this isthe 
goal we are all marching towards. : 

Second, you work backwards from the goal. Say you have - 
to achieve that goal in three years or whatever, then what do 
you need to do today in various aspects of your business to get. 4 
there? Every 2-3 years, we reset our bar, so to speak. In 1993, 
when we did our first [PO in India, we were, maybe, anine- . 
crore company. [We said ] in our public prospectus docu- . 














| ment, that by 1995, we will be a 50-crore company. Andso, we: i 


looked at all dimensions of people, technology and all that. — 
And when we got that, we said our next goal was to reach. a. 
$100 dollars, which we did in 1999. And then we said our next 
goal was a billion dollars, and we reached that last year. So we _ 
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sort of keep resetting these goals. 

These goals have to be plausible, because if they aren't, 
people won't accept them. At the same time, there has to be 
enough 'stretch' in it. You have to strike a balance between 
plausibility and stretch, and when we look back, what has 
changedis that the process of doing that has become more so- 
phisticated. There is more planning, more alignment, the 
tools to manage are better, but the fundamental concept has- 
n't changed. It still is: set a stretch target, motivate everyone to- 
wards that goal, align all the functions towards that goal, and 
as you start approaching that goal, set a new one. 

IG: Gautam, you've seen several organisations take the first 
step towards defining a higher level of aspiration. Why do 
companies decide to set very high goals for themselves? 
Gautam Kumra: Before I respond to your question, I want to 
make two comments on transformation itself. 

One, the level of churn in the corporate environment has 
gone up dramatically. Sustaining performance in excess of the 
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The BW Roundtable on ‘Making Transformational Change Happen’. From left: 
G.V. Prasad, Jalaj Dani, BW's Indrajit Gupta (standing), R. Gopalakrishnan, 


Nandan Nilekani and Gautam Kumra 


market is a massive challenge, and there is always a point 
when even the best company, no matter how good it is, hits a 
roadblock. And I think that is often the time when a lot of these 
transformational changes occur. 


Second, what does transformation mean? Our notion is | 


that it is a conscious and sustainable change to a higher level 
of business performance and health. It's conscious — not 
something that happens on its own. It's sustainable — not 
something that occurs over two days and then lapses back to 
business as usual. The notion of health is that you are improv- 
ing the organisation' systems, process, leadership capabili- 
ties, so that it can build capacity for sustained performance. 
And finally, transformation need not be only at a company 
level. It can happen at the level of a theme, for example, Six 
Sigma. It can also happen at the level of an initiative because 
while pursuing initiatives, you can take a very limiting incre- 
mental view or you can take a much more transformational 


| approach. It doesn't always have to be about unbundling the 











whole company and starting from scratch. 

I think the reasons for transformation can be manifold. 
You can have a strong company trying to become excellent. 
There is no obvious problem, but they raise the bar high. In- 
fosys is an example. Then, you have some wanting to become 
the best. BP was a mid-tier oil and gas company. Today it is one 


| ofthe world’s top three oil companies. The third type of change 


is when you are in deep trouble. You have no other choice. 

RG: Also, transformation will mean one thing to the CEO, and 
something very different to the common employee, whom 
I call ‘Pandu’. And, ultimately, Pandu is a key fellow. He is 
the one who has to change. To many common people, trans- 
formation is a one-off exercise, and he assumes that upon 
reaching that destination, itis back to business as usual. Going 


| back to what Nandan was saying about setting a new goal 


when you reach one goal, a very important part of this whole 
exercise of transformation is telling people that this is a tread- 
mill that will keep running, and the pace 
will only get faster. 

IG: Mr Nilekani, just to go back to the point 
you started with about crafting aspirations 
and sequencing them. What was the start- 
ing point of Infosys in 1993? 

NN: Till 1992, Infosys was an entrepreneur- 
ial company — everybody did everything, 
everybody got in each other's way. And 
then, we said: 'This game is not going to 
work. If India opens up, large companies 
will come, Motorola and IBM on one side, 
TCS on the other. If we don't carve out a 
distinctive niche for ourselves, we won't 
have a play because no one will care about 
an unknown company with 200 people, 
working out of a house in Jayanagar. We 
either get out of this game or we plug into 
it differently: That was the key decision we 
took — saying that we want to become a 
world-class company, we want to become 
a brand. We also said that we have to be- 
come very professional. I think that was 
the big thing. 

Today we are obsessed with a different issue. We want to 
ensure longevity. To us, the true test of corporate greatness is 
when you create a company that outlives generations, busi- 
ness cycles, and dramatic changes in the external environ- 
ment. Do we have the leadership team and the the succession 
plans in place? Will the cultural DNA get rejuvenated every 
10 or so years? And how do we create an institutional process 
by which assumptions are retested all the time so that the 
leadership of the future also realises they will have to make 
some changes? 

A big reason why companies' longevity is hurt is that they 
don't change their assumptions. They do things in a particular 
way. But what worked yesterday will not work tomorrow. What 
you have to focus on keeps changing. 

Jalaj Dani: In 1997, we said that by 2003, we want to be among 
the top 10 in the world as far as decorative paints are con- 
cerned. That by 2007 we want to be in the top five globally. 
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Wi hen we talk of the —À Or security guard at the 
e, how does this vision affect them? Aligning people in 
s functional areas, business units and all the stakehold- 
-that takes a lot of work. 
Ar Prasad, you started with a notion of getting onto the re- 
search- driven agenda very early on. But there is the other 
force, the issue of markets and pressure on performance. In 
such a situation, how do you really take that call? 
: Gi /P: This company was started by a scientist. Dr Reddy's vi- 
-sion was to create something and take it to market. That kind 
` of shaped the organisation's mission. But we also have to de- 
liver the bread and butter. And that is where we have not been 
as good as the market wants us to be. We are more driven by 
the innovation component and were less successful in build- 
_ ing the revenue stream up to a level where we could do both 
innovation and business. 
-> But, having recognised this, I would say there are some 
- other challenges as well. How do we balance the current per- 
_ formance with future aspirations? How do we make the or- 
nisation more process-oriented while allowing freedom for 
people to actually spend big money and come out with a big 
3 ded and then take it to market? So, we are trying to manage 
this current reality while working towards the strategic intent, 
__.. which is very different. What we do today is generics, and we 
are trying to move towards discovering something new. 
|». GK: I think this is the most fundamental challenge facing any 
..-. CEO today. I think companies get into trouble when they are 
.. excessively focused on either one of them. I can easily quote 
|... companies that were ruthlessly performance-focused and 
over three to five years outdo the market, and then come down 
like a hammer. If you go back, you will invariably find there 
were some fundamental gaps in their capabilities when the 
^. environment changed. 
| n IG: Gopal, you spoke earlier about how a transformation 
- . agenda can differ depending on the size of the organisation 
... and where it is in its evolution. Can you pick out a few exam- 
ples from your own group where you've seen change happen? 
RG: T think the biggest lesson I have learnt over the years is 
that things transform because of people. Challenge their 
ambition, challenge their aspirations, but don't challenge 
them personally. After all, they are the company. At the time 
. Mr Tata started the groups transformation agenda, many 
people in the company were not strong strategists — it was 
“not necessary in the 1950s and the 1960s. But you cannot 
_ just write them off and say we will get rid of all these guys and 
ire the next bunch of clever guys 
and whiz kids. 
. If Thave to think of one overar- 
| ching lesson I have learnt in the Tata 
“group in the last seven years, it is 
this: these are my assets, these peo- 
ple, these factories, these busi- 
-nesses and these portfolios. What 
-can I do with these and make them 
. better, rather than rubbish them all 
and say ‘let's start all over again’? 
Taking a metaphor from archi- 
tecture, the challenge is: how do I 
redesign this heritage building, 
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lt s important to tel 
people that this is a 
treadmill, not a one- 
off exercise. The 
pace will only get 
faster.” R. GOPALAKRISHNAN 





rather than raze it and put up anew v multi- storied building? 
That is how the Tata group went about it — -giving people time 
to adapt. It's the same bunch of people with a new way of 
thinking who have recombined their existing assets to 
become the world's lowest cost steel producer, the most suc- 
cessful motor company, etc. 

GK: If you want to make a transformational change happen, it 
has to change the hearts and minds of people. And I think the 
question is, as a CEO, how do you change these mindsets? I 
think there are four levers to think about. 

One is what we call building understanding and convic- 
tion. We talked about visioning exercises, communicating it 
down the line, getting people to understand why it is impor- 
tant to make these changes happen. The second big lever is 
what we call role modelling. People change only when they 
see their superiors behaving in a new way. The third is sys- 


| tems. For example, are a company's systems and procedures 


supporting the new way of working ? And the fourth is a sort of 
capability-building in people so that they can function in the 
new way of working. Our experience is that if you only attack 
oneofthese pieces (so, more often than not, Pies attack 
this communication piece) that is not enough. 

IG: Jalaj, | wanted to get your thoughts after the acquisition 
that took you to almost 23-odd countries, and the complexity 
of managing not just businesses but people with different 
mindsets from yours. What was the first thing that struck your 
mind, how did you grapple with the enormity of it? 

JD: When we did these acquisitions, we got all these people in 
aroom about two and half years ago and there was this feeling 
of victors versus the vanquished, and that was the biggest 
thing that one had to be very sensitive about. We said: ‘Fine, we 
are all together now, what is it that makes our company suc- 
cessful? Why have we arrived where are today? What is it that 
the competition does in the market place?' On that basis, we 
identified four guiding principles. 

We talked of trust. The second value we identified was en- 
trepreneurship. Then, there was continuous improvement. 
And the fourth value was being responsible — to the environ- 
ment, to the people in your factory, to every stakeholder. - 
IG: Mr Prasad, you mentioned your attempt to move to a sys- 
tem with good balance. What has been the journey so far? 
GVP: We have separated our businesses which need nurturing 
and cash flow and investment, and we treat them differently. 
RG: You mean the drug discovery part and the pharma manu- 
facturing and marketing part...? 

GVP: Yes. One business is embark- 
ing on a huge quality initiative 
| where we will lay strong processes 
| like Six Sigma. The other part of the 
| organisation won't be touched by 
| 
j 








this. The initiatives here will be in- 

creasing the skill level, bringing tal- 

ent from overseas, setting up over- 
| Seas research shops. The challenge 
| is to ensure that this is funded well 
| andthe other business which deliv- 
| ers the funding is also healthy and is 
| not underinvested today. 
IG: Also, this issue of choosing lead- 
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ers, how do you get it right? Is it easy 
to finda leader who can balance op- 
era ional efficiency and innovation? 
RG: If they were an easy commodity 
find, life would be much simpler. 
e reason is simple: a leader in one 
situation is not proven in the next. 
So each day you have to earn your 
reputation and live all over again. In 
other words, we should all be hum- | 
. ble enough not to assume that to- | 
. morrow morning we will be suc- 
cessful, especially by repeating | 
. what we did day before yesterday. 
Thereis one more point that | want to make: there is ahuge 
` emotional content in this transformation. You have to appeal 
to people's hearts. As you become CEOs, you are trained and 
rewarded to be more and more analytical. And we tend to lose 
a biton the right brain. It is that ability to bring the right brain 
in conjunction with the left brain that will help the message. 
- NN: I think it is a very good point. This is not a factory where 
: you clock in and clock out. The level of passion and energy is 
__. what makes the difference. There is one more point I want to 
take up. The whole thing of managing the business is about 
choices. It's a choice between operational efficiency and inno- 
vation; between meeting quarterly goals and long-term goals; 
between employees and shareholders; between customers 
and shareholders. Ultimately, the game is about understand- 
ing all these and making the right choice. 
GK: I think business is much more about breaking these com- 
| promises. There is this debate: ‘Should I do cost or quality?’ I 
| think the question is: ‘How do I do both? How do I deliver the 
. right quality at the right cost? ' 
. NN:No.T understand that the best way of ensuring that I keep 
-— my costs low and have high profits is to provide more value to 
- customers and keep productivity high. But the problem is that 
the choices are not at a strategic level — like getting up in the 
morning and looking at what I should do next quarter — but 
ona day to day level. 
RG: Gautam is saying that increasingly, it's not a question of 
- doing either A or B, but howto do A as well as B. And Nandan is 
saying that choices need to be made between operational effi- 
ciency and innovation. Let me get at this another way, because 
although they both seem to say different things, I feel they are 
saying the same thing differently! 
< Weall have limited time. But what it really means is that we 
have unlimited time for things that interest us and zero time 
for some other items. In the same way, leadership has a moti- 
vational space. In that motivational space, things that are im- 
` portant to the leader are sloshing around. It may not be well 
- articulated, but it is there. Assume he feels it is essential to de- 
liver cost as well as quality. When he translates it down to the | 
. operational executive, the boss is thinking on a strategic axis, | 
_ the subordinate on an operational axis, so there isa temporary | 
- polarisation. The boss's leadership capability is challenged to 
- convert his strategic need into an operational solution his 











































- saying different things, just saying it differently! 


subordinate can relate to. Strategic and operational impera- | 
tives must be aligned. I don't think Nandan and Gautam are | 


. "One big reason 

| why companies’ 
longevity is hurt is 

| they fail to challenge 
| their assumptions" 
NANDAN NILEKANI 
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| GK: One hypothesis is that out- 
standing people go and work in or- 
ganisations which are not the most 
comfortable to work with. If you 
look at Microsoft, if you look at GE, 
these are not organisations where 
you have to earn your living every- 
day. My question is: should we cre- 
ate such an environment? I dont 
mean uncomfortable and negative. 
But are we dealing with that chal- 
_ lenge, and do we feel we are moving 
_ the performance culture in a way 
that develops and attracts leaders? 
RG: I want to tell a little story that illustrates your point. Scien- 
tists studied a particular snail that normally grows to 4mm 
in its whole life of six months; at the end of the third month 
or so, it starts reproducing. As an experiment, they introd- 
uced a crayfish (a predator) into the tank. It is amazing 
what happened. These snails stopped reproducing at three 
months — they reproduced at eight months. They grew 
to 8 mm, twice their size. What does it show? That when 
threatened, resources were rearranged so that it met the 
| threat posed by the crayfish. 

This is what an organisation is all about. The company 
must be threatened by the equivalent of the snail's adversary 
| to positively influence the way the organisation works. 

IG: You talked about stretch. Is that the right way to do it? 

NN: On stretch, I think one thing is clear: people need some 
goals beyond the normal hygiene ones. Once they reach eco- 
nomic saturation or a level of stability, they really want to be 
fired by something that is more imaginative. They need to see 
your future. But again, you cannot be too impractical. If the 
goals are so out of whack with where you are, it will just be 
wishful thinking. We need to strike a balance between getting 
enough stretch but not wishful thinking, and then using the 
concept of moving the goalposts to keep raising the bar. 

RG: My daughter studied cinematography and film produc- 
tion. She says that there is a technique whereby the camera 
focuses sharply onto the face of an actor or an object. Yet the 
camera captures what's behind in a diffused way, another 
backdrop of mountains or flowers or whatever. An organisa- 
tion's visionis a bit like that. The near-term has to be sharp and 
focused; the long-term intent is in the background of each 
decision, sometimes appearing hazy, but you know that it is 
very clearly there. 

For example, you want to say that I want to be the top 10 in 
the world? You can go on arguing about the words, you can 
have vision sessions for one whole week. But it's not worth the 
debate and sophistry beyond a point. It is energising to say 
| that ‘l want to be the top 10 in the world, so get on with what 
you have to do about it. 

IG: I think it was a remarkably candid session. We had some 
| very interesting conversation, and I really thank each one of 
you for taking time off to share your thoughts. a 
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self-preservation 





future for others around 
their own self-preserva- 
tion, it never produces 
anything worthwhile. That 
is the reason why politics is a poor engine of 
national development. Quite often, profes- 
sional managers and bureaucrats, when given 


the task of envisioning the future, first think | 


of their personal interest — the need for self- 
preservation. That becomes the constant amid 
all variables. 

If the chairman of a business gives prece- 
dence to his own continuity over growth, the 
latter will remain hostage within the borders 


of his incompetence. The key, therefore, isto | 


create a vision that does not worry about the 
future of the leader. Having said that, we need 
to understand the relationship between 'great 
vision’ and size. 

A few years back, the World Economic Fo- 
rum gleaned lessons from well-run businesses 
that governments could learn from. While do- 
ing so, it felt that corporations that have made 
great progress invariably set up 'hairy, auda- 
cious goals. There is a direct link between great 
progress and the size of a vision. People do not 
get enthused by an invitation to climb an 
anthill. In every person is an innate desire to 
climb a mountain. Leaders who can stir that 
need can rally people around. 

Not only does a great vision concern itself 
with ‘hairy, audacious goals’, it invariably has 
the leader both involved and committed. That 
is very different from armchair envisioning. 
It takes away the myth that in any act of signifi- 
cant consequence, there can be someone who 
has the vision, but remains detached from 
the struggle. And that it is someone else's job to 
deliver the revolution. 

The other interesting thing about vision is 
the need for articulation in the simplest of 
words. Leaders often choose lofty words that 
can potentially mean different things to differ- 
ent people. Yet, Gandhi’s concept of ‘peaceful 
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resistance’ was immediately understood both 
by the Eton-educated Nehru and the illiterate 
indigo growers of Bihar. Jack Welch talked to his 
people about ‘speed, simplicity and self-confi- 
dence’ — words that the smallest man in a GE 
plant anywhere in the world understood. The 
simpler the articulation, the higher is the life of 
the idea behind it. That is why folk tales live for 
thousands of years and corporate managers 
cannot remember vision statements the day af- 
ter an evangelical session. 

Great vision is invariably born in difficult 
times. Such hard times often shroud a higher 
future — the way to uncover that future is to en- 
gage the power of vision. The film, The Ten 
Commandments, gives us a fascinating ac- 
count of how the army of Moses — tortured 
and starved by the Pharaoh — survived plague 
and marched hungry across a burning desert to 
finally reach the promised land. Those who 
have seen the account of William Wallace in 
Braveheart would recall that the burning desire 
for freedom consumed the ill-clad Scottish 
army of rag-tag men amid mayhem by the rul- 
ing English, who took away every bride after 
her wedding for a night, in exchange for peace 
in the Scottish villages. 

Even Gandhi's inner call against racial dis- 
crimination and, ultimately, the dream for a 
free India was kindled when a ‘white’ ticket col- 
lector in South Africa threw him off a running 
train. The Japanese quest for world-class qual- 
ity started when a war-battered group of busi- 
nessmen met Edward Deming to seek knowl- 
edge on howto create something that the world 
would agree to buy! Before the great economic 
run of the current century started, India stood 
at the doors of the IMF with the humiliating 
possibility of a loan default. People who build 
great organisations and institutions spring 
back from moments of great difficulty that of- 
ten hold the seed of a great idea, and resolve to 
push it through. Fundamental to the great idea 
is the concept of inclusion. More on that, in the 
next issue. * 





here was a time when a visit to hospital meant wad- 
ing through a pool of ill people strewn across dirty 

corridors with stained walls, waiting for their turn 
with the doctors. The only way out was puling a source in 
the ‘management wing’ for an out-of-turn appointment. If 
you weren't well-networked, then you had to survive the 
supreme queue to be subjected to the insensitive staff, who 
checked your 'tocken' and shoved you into the doctor's ill 
-equipped cabin. All this resulting patients moving out of 
West Bengal and heading towards south or west of India. 
For West Bengal which boasted of having India's premiere 
medical practitioner as Chief Minister for more than a de- 
cade these condition was totally unjustified. However the 
wheel of health care and health management systems have 
finally started to move in the right direction. Like the ad- 
age better late than never. Chennai, Hyderabad and 
Manipal have shown the way and enterprising entrepre- 
neurs, doctors and a helpful state government have de- 
cided to come together to start creating a system that keeps 
you healthy and wise. New hospitals, clinics, medical mall 
and other speciality set ups are coming all over the state. 
And with the availability of state of the art equipment and 
consumer driven healthcare packages it is becoming pos- 
sible to keep oneself in good form. The lure of rushing off 
to Chennai or Bangalore is slowly on wane as big daddies 
of healthcare like Apollo Group, Asian heart foundation, 
Rotary Narayan shankara Nethralaya are already in 
kolkata. Thanks to all these hospitals which has taken 





Apollo Gleneagles Hospitals, Kolkata — Touching lives fe 


Apollo Gleneagles Hospitals, Kolkata is the realization of a 
dream — bringing healthcare of international standard 
within the reach of each individual, the mission of 
Dr. Prathap C Reddy, Chairman, Apollo Group Hospitals. 
A 325-bedded multispeciality hospital, this is a joint ven- 
ture between the Apollo Group, the third largest healthcare 
provider in the world and the kargest group in Asia and 
Parkway Group, which provides more than 70% of private 
healthcare in Singapore. Apollo Gleneagles Hospitals is the 
first venture of the Parkway Group in India. 

Providing the patients with fastest, least painful and 
most effective treatment is the aim of Apollo Gleneagles Hos- 
pitals, Kolkata. It practice Painless CABGs on beating hearts, 
bloodless curative cancer surgeries, minimally invasivejoint 
replacements, bilateral knee replacements, renal transplants, 
radical restoration surgeries for trauma patients, cardiac, 
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healthcare from just simple desease treatment to ‘total 
wellness’. This translates into five-star amenities such as 


spas, travel desks, Internet facilities and super-specialised T 


doctors who believe in multi-pronged treatment. 
Today the private sector is actively encouraged and health 
care is being focused upon as a business with a social con- 
science. With medical technology and skills becoming a 
global commodity, Kolkata is not lagging behind in either. 
This has led to the cropping up of a clutch of super special- 
ity hospitals replacing the old pop and mom kind of nurs- 
ing home culture. True they still exist and their numbers 
are growing but even they are adopting a more sophisti- 
cated look. 

Healthcare is not an isolated proposition anymore but 
a package that is accessible and is an integral part of our 
lives. It is true that there is always a question of costs but 
with medical insurance gaining currency and hospitals and 
healthcare facilities coming up with their own packages 
every one can start believing in the magic of great " 
healthcare facilities. 

It's time to wake up to a new dawn, a dawn that heralds 
a new beginning where you do not have to rush off to 
nearest travel agent to book you a ticket to Bangalore, 
Chennai or Mumbai. Kolkata has everything in store and 
that, too, at very affordable rates. Right from the heart to 
the eyes to complex oncological treatment the city is gear- 
ing up to one and all. To prove a point let's highlight few of 
the healthcare facilities in Kolkata in our first Health series. 


carotid and neuro intervention, stereotactic surgeries etc. 
Even geriatric patients with associated medical problems like 
diabetes and hypertensions are operated with high success 
rate. The 72-bedded ICU with designated Cardiac, Neuro, 
Burn, Gastro, Neonatal and Medicine areas ensure the criti- 
cally sick patients receive the necessary attention. Laser and 
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Apollo Gleneagles Hospitals, Kolkata 


Ultraviolet therapies provide permanent cure to a host 
of dermatological and cosmetic problems. A number of 
Preventive Health Checkups are offered for people of all 
ages and requirements to accelerate the movement from 
illness to wellness. 

As a hospital with social commitment, it believes that 
theduty does not end only in providing state of the art medi- 
cal service to one and all but also it walks extra miles to take 
cutting edge medical services to the doorsteps of people. 

Organizing Free Health Checkups, Camps, and Screen- 
ing Camps within the state and remote area of North east- 
ern states is one of the most prominent features of the 
hospital calendar. Arranging for periodic CMEs and Public 
Forums to encourage interaction among the medical com- 
munity and non medical people the Hospital aims to reach 
out to people not only in West Bengal but also other East- 
ern States. 

“Serving the populace of Eastern part of the India and 
the neighboring countries has been a great honor for 
Apollo Gleneagles Hospitals. It has given us the opportu- 
nity to come closer to the hearts of the people and provide 
them with healing touch” says V. Satyanarayana Reddy, 
Chief Executive Officer. 

The hospital has also taken effective steps and built up 
strategic alliances with different organizations to provide 
the dual benefit of premium health care and customized 
tourism package to make the state the obvious choice of 
the medical tourists. Not only can the patients get effective 
treatment but they can also enjoy site-seeing of the city 
with their families. The hospital makes the necessary ar- 
rangements of city tours for the eager patients, who are 
more than happy to get a breath of fresh air and a feel of 
the City of Joy. 

With all these facilities Apollo Gleneagles Hospitals, 
Kolkata, promises to serve with a smile and touch count- 
less lives with tender loving care. 
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Cancer Centre Wel- 
fare Home and Re- 
search Institute 
Crusade Against 
Cancer 





To confront the ordeal of the cancer patients, 
a group of doctors, social workers and philan- 
thropists got together and formed a society in 
1973. At Thakurpukur on a donated piece of 
land a ‘Home was incepted initially to provide 
a sojourn to the distressed cancer patients who 
came to the city for treatment at different hos- 
pitals. In the course of 3 decades, the small 
‘Home’ with 25 beds emerged as a large com- 
prehensive Cancer Hospital with 260 beds to 
be named as Cancer Centre Welfare Home 
and Research Institute.The Institute today has 
all modern Diagnostic and Treatment facili- 
ties and is now equipped with adequate arrangements for 
all classes of patients both underprivileged and affluent. 
While serving the poorer section with our philanthropic 
motto, we have arrangements of Deluxe Cabins and Suites 
for the elite class of Society. Developed in a congenial envi- 
ronment to soothe the minds of patients, the Institute re- 
mains outstanding amidst nature, art, architecture, gar- 
dens and water pools in its landscaping. All types of com- 
plicated surgical procedures are carried out by a delegated 
team of surgical oncology in fully equipped operation the- 
atre. The institute has modern equipments for Radio- 
therapy treatment and in Chemotheraphy the develop- 
ment of latest cancer medicine is being updated regularly. 

The Institute is serving distressed cancer patients as a 
philanthropic hospital being mostly dependent on funds 
and donations from the members of the society. It is one of 
the leading Cancer Hospital in the country with the best of 
treatment facilities. Recipient of many National and Inter- 
national acclaims, the Institute is recognized by W.H.O. 
and has a membership with UICC, the International 
organizationagainst cancer. In Eastern India this Institute 
is the pioneer to introduce the Brachytheraphy equipment 


way back in 1984, a Linear Acclerator in 1993, a Radioactivee* 


lodine Theraphy unit was set up in 2003 and a specialized 
Children's Hospital in the year 2000 to treat childhood can- 
cer, which is the only one in India. 

The Institute recently has yet another achievement by 
pioneering the latest technology in radiotheraphy. A High 
Energy 15 MV Medical Linear Acclerator(Linac) has been 
commissioned, which is the first of its kind in Eastern India. 
The equipment has the capacity to penetrate accurate ra- 
diation to the malignant cells without damaging the good 
ones. The treatment with this equipment practically has no 
side effect. The machine has been installed with all required 
accessories in a newly built exquisite building. In the infra- 
structure for operation of this Medical Linac we have highly 
experienced doctors, medical physicists, technicians and 
trained team of nursing personnel who can provide a hu- 
man touch to heal the pain and agony of the patient. 
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a Specially built for the Linear 
Accelerator inaugurated on 
15th April, 05. 


EXCELLENCE IN 
| RADIOTHERAPY 


| M ACC LA Ad ! FEN L 
LINNAL WIA iC H i YL 
` High Energy15 MV Medical Linear Accelerator 
(Linac) is capable of generating both Electron and : =— 
Photon radiation to destroy malignant cells in a precise : 4 ^ : i ex ~ — li {= | pe : | 

: v . s in the ireaimen anning ystem we nave 
manner with minimum damage to surrounding tissues. | a group of qualified Medical Physicists to control | * The final planning before start of the 


treatment is done by a team of | 
and assist in precision and sophisticated 
radiotherapy. experienced Radiotherapists 


LATEST GENERATION 
Hi-ENERGY MEDICAL LINEAR ACCELERATOR COMMISSIONED AT 
CANCER CENTRE WELFARE HOME AND RESEARCH INSTITUTE 
THAKURPUKUR, KOLKATA 


NO NEED TO TRAVEL AWAY FROM THE CITY FOR CANCER TREATMENT | 

| z E BEAM SIMULATOR CT SCANNI 

E « Beam Simulator works to = Support of CT Scanner in 

localize the radiation beam in accurately pin pointing the 

a befitting manner. malignancy is an integral part 
of the treatment planning. 








CONTR ROOM 
u As raveia ó measure from radiation hazards in 
accordance with the norms of the authorities the building 
is specially built with thick concrete walls. The treatment 
is given from the Contro! Room through remote 
controlled devices. 








AVOID TOBACCO IN ANY FORM & STOP 
PLAYING HOST TO CANCER 


EARLY DETECTION CAN CURE CANCER 


SPECIALISED HOSPITAL SERVING PEOPLE OVER 3 DECADES | 


|. PHONE : 2453 2781/89/83/2467 8001/03/4433, FAX : 2467 8002/2453 6710/11 









:-) 


E 





"X 


Tinea Sa ey 


DHE Saas IT CH a) 


* 


t 
M. 
ELE: 
ys 


ey 
2 
a 


PROMOTIONS 


BW Executive Health 





- New treatment for back pain without operation at Peerless Hospital 





Peerless Hospital — Health 
Care with a difference 





Peerless Hospital & B.K. Roy Research Centre, a 300 bed- 
ded Premier Super-speciality Multidisciplinary Tertiary 
Care hospital in Eastern India is a total health care 
organisation and one of the best in the Eastern part of the 
country. In keeping with the state government's 
emphasison promoting tertiary healthcare, Peerless 
Hospital has been primarily developed as a tertiary care 
hospital. 

It is supported by the most talented medical profes- 
sionals trained abroad, skilled paramedical and non medi- 
cal staff working together to provide the finest quality of 
compassionate treatment to each and every patient, thus 
leading to highest levels of patient satisfaction. A team of 
well reputed overseas consultants are constantly in touch 
with the dedicated in-house consultants in sharing their 
ideas and expertise in the fields of surgery and a variety of 
complex procedures. 

The hospital host speciality clinics like Cardioology, 
Cardio Thoracic and Vascular Surgery, Orthopaedics and 
Traumalogy, Paediatric, Gynaecology and Obstetrics, Gas- 
troenterology and Gastro Surgery, General Medicine, 





Diabetology, Neohrology, etc definitely worth a mention - 


The cardiology & Cardiothoracic Department of Peerless 
Hospital is one the best of its kind. The hospital is proud to 
have introduced the first and only Flat Panel Digital Cath 
Lab. Itis well equipped for invasive and non-invasive treat- 
ment. The range of sophisticated procedures include com- 
plex techniques like Angiography, Angioplasty, Balloon 
Valvuloplasty, Pacemaker Implantation, Coronary Artery 
Bypass Surgery, with latest beating heart techniques with a 
success rate of 99%. Other open heart surgical procedures 
like single or multiple valve replacements repair of conge- 
nial heart defects like ASD and VCD are also performed. 

As a culmination of all these features and facilities, 
Peerless Hospital today stands as a symbol of trust for 
West Bengal as well as otherEastern India states. 
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Mission of Mercy Hospi- 
tal & Research Centre 


Did you know...? 


... that Mission of Mercy Hospital & Research Centre for 
the last 28 years has been serving Kolkata - Restore, 
Recover and return revitalized. Mission of Mercy Hospital 
& Research Centre is a 173 bedded ISO 9001 — 2000 certified 
multi-speciality hospital located on Park Street. Serving over 
100,000 patients annually we believe that providing health 
care is about caring ... of making you feel at home. A round 
the clock Emergency, Pathology, Blood Bank and Radiol- 
ogy department and our own Nursing School helps us pro- 
vide the best of care. While continuously upgrading its ser- 
vices and introducing newer facilities to the city of Kolkata, 
offering the best affordable healthcare remains our focus. 
This advancement is an effort to excel by a group of dedi- 
cated and dynamic Doctors, Nurses, Technical and Admin- 
istrative staff led progressively by the Executive Director, 
Sanjay Prasad. 

Other than the 30 specialities, the hospital has 32 bed 
Intensive Care Units that has one-on-one "round the clock" 
nursing staff with comprehensive care, multi-channel moni- 
toring, ECG, defibrillator, Echocardiogram and mechanical 
ventilation. We are undertaking an expansion program 
where investment is being made to ensure that the latest 
equipment are available. A new fully air-conditioned diag- 
nostic centre on Park Street with consultant-patient private 
chambers, backed by an NABL accredited Pathology, will 
be opening shortly. The Team believes that it is all about 
caring ... of making one feel at home no matter what the 
ailment or circumstances. 

For more details about the hospital, log on to 
www.momhospital.org or call us at 033 2229 6666. 





An ISO 9001:2000 Certified hospital 
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. “Nationally the 10^ and 11" five year plans targets 
` 100,000 MW of power of which 10% should be from re- - 
newable sources. 10000 MW by 2012 is a fairly achiev- 
able target. And a bulk of this, going from present trend 
should « come from wind”, ys Ei rais 
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"Is he a detective? — ^ 
Shean? =e 
anthropologist?- 
JUST WHO IS Paco 


PALLAVI ROY 


company was the world's 
time-elapse camera 
His other trade tools are stacks 
of video, still and digital cameras, hand- 





held computers, laptops and other | 


high-tech camera accessories. You may 
think Underhill runs a photography 


outfit. And when you're told that he uses | 


all this equipment to track thousands of 


people without their permission, you 


may think his is a detective agency. 

In a way, that's what it is. For the past 
25 years, retailers like Wal-Mart and Best 
Buy or brand owners like Adidas and 
General Motors have paid Underhill's 


outfit, Envirosell, to monitor people. | 
What they wanted to know was how | 
people bought their stuff. To answer | 


them, Underhill would fit those cam- 


OT long ago, Paco Underhill's | 


largest buyer of Kodak Super 8 | 
films. 





ho - 


eras at various vantage points around 


shopping areas, observe the hours and | 
hours of recording the cameras would | 


spool, watch some of the shoppers in 
person, and then decode the data to 
come up with specific conclusions. 

He hit upon one such conclusion 


while working at Bloomingdale's in New | 
York. There was a tie rack at the store | 


near a large entrance. Underhill noted 
that people checked out the rack often 
enough but hardly ever bought any- 
thing off it. He saw video footages of the 
area again and again, and found that the 





browsers at the rack invariably moved | 
| hard to change behaviour; it's easier to 


off after a short while. They did so be- 


cause they were jostled at this busy little | 


spot, especially from the back. So Un- 
derhill came to one of his theories of 
shopper behaviour: the butt-brush the- 


ory. People, he postulated, are extra sen- | 
sitive at their posteriors and don't like | 


being brushed there. Sure enough, 
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neckwear sales shot up once the rack 
was removed from the busy passage. 
This sort of painstaking research 
and unprecedented insights have 
earned Underhill a new title: ‘retail 


| anthropologist’. But he wasn't always 


that. He trained as an urban geographer 
who studied public spaces to figure out 
effective landscapes. While doing that, 
he found that planners often moulded 
spaces to their visions and then ex- 
pected people to move accordingly. To 
Underhill, that was counter-intuitive. 
“We start with what is,” says the best- 
selling author of Why We Buy. "It's very 


work with it." Hence his need to ob- 
serve, observe and observe. 

Expectedly, that's what Underhill 
was doing when Businessworld found 
him squatting on the floor of the chil- 
dren's section at a mall in Kolkata. “This 
way, I can see how child-friendly the 


SANJAY CHATTOPADHYAY 


«^1 





~ store is, If you engage children at their 
eight, you have a customer,” says the 
ffable six-footer, unconcerned at the 
rious stares he is getting as he holds 
forth from ground level. It's all part of 
what he calls the ‘information architec- 
- ture’ ofa store, which are signals the lay- 
out sends to a potential buyer. 

Having impressed upon the store's 
manager the need for a better informa- 
tion architecture, Underhill moves up to 
. the men’s section. He isn't impressed. To 
him, the standard format of most de- 
partment stores in the country — that of 

















= keeping uppers in one section and low- 
. ers in another — was terribly wrong. 

-— “Male shoppers need solutions. 
o They don't have the disposition to mix 
 andmatch," Says Underhill. Why is that? 
“Because men are the hunters. They are 
-the ones who make the kill, and so they 
make impatient shoppers," he says, 
linking consumer behaviour to evolu- 
tionary biology. Women have carried the 






virtue of patience right from the Stone | 


Age because they were foragers. Hard- 
wired in the DNA, this makes today's 
woman a far more untiring shopper 
than the male of the species. That's the 
anthropologist in Underhill speaking. 
But how much universality can he 
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| 
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| 
| 
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claim for such social behaviour? “Bio- 
logical issues are universal," maintains 
Underhill. "Dur eyes age the same. 
Ninety per cent of us are right-handed. 
We move in the same social clusters — 
single, friend, couple, family group, gen- 
erational group. We love our children, 
and like our spouses (most of the time)." 

What are the local issues? The price 
of real estate, the role of weather, leco- 
logical and topographical issues, hu- 
man density and the degree of urbani- 
sation. By way of explanation, he says: “A 
local issue affecting retail would be how 






MU natant me a S ME HE EE T ET 


the physical relation- 
ship is between a parent ESSEN 
and a child... . If I prop # z pa 
my child on a low stool 
to tie her laces, I need a 
similar context in the store." While con- 
sumers are more and more similar 
across markets at one level, their tastes 
are still influenced by local customs. 
Such social change bears heavily on 
the evolution of man as a consumer, an 
identity we choose to term as ‘Homo 
shopiens. Through the early parts of the 


(UND 


20th century, people walked in astore's | 


door, went to the counter, and asked for 
the goods. The salesperson then went to 
the backroom and fetched it. There was 
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little freedom. “Today it's different. There 
is more choice. Societal change is re- 
flected in the fact that a customer has ac- 
cess to goods and the permission to 
browse,” says Underhill, whose second 
book, Call Of The Mall, is now as mucha 
part of retail syllabuses as his first. 

Underhill’s next stop in Kolkata is a 
place where such societal changes are 
yet to be reflected fully. Hogg’s Market, 
once the city's premier retail destina- 
tion, where everything from cold cuts to 
bathroom accessories could be found 
under one roof, is today just a huddle of 
stores offering little in customer conve- 
nience. The merchandise remains be- 
hind the counters and the dimly lit al- 
leys are a fire hazard. New Market, as it is 
now called, is a place time has passed by. 

But not to Underhill. "It's a bit like 
spice Market or the Grand Bazaar in Is- 
tanbul. Or even the souks in 
Cairo," he says. Only, the 
Grand Bazaar is a far more or- 
ganised place that excels at 
peddling exoticism. The dif- 
ference lies in a couple of im- 
portant lessons. First, says 
Underhill, our visual lan- 
guage is evolving faster than 
the written word. The eye 
might be getting tired at the 
explosion of forms and 
colours, but their connection 
with the brain is getting bet- 
ter, thanks to our growing 
comfort with visual cues 
from the Internet and the 
movies. Thats why a New 
Market needs to put up a bet- 
ter face first. 


cultures are grappling with a 
lack of tíme. "Society is being 
faced with a constant accel- 
eration of time," says Under- 
hill. That's why a New Market 
needs to put up information counters, 
work around its parking problems, and 
clean up its cluttered passages. 

The exhausting roundup over, Un- 
derhill relaxes. At 53, he still has bound- 
less energy to match his curiosity. It's 
that combination which takes him to 
spaces others haven't ventured in. Like a 
new book on how the changing status of 
women has affected the design of home 
| appliances, stores and even hotels. Or 
| the floor of the children's section. B 


The other lesson is that ` 
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A sermon 


The very first chapter deals with the 
topic of missions and values. It's an in- 
teresting start since mission and values 
is a shibboleth, which all companies 
Welch. After having read Winning, | have but few follow. Welch concedes 
it's not difficult to imagine Father | these two terms have got to be “among 
Welch addressing his flock, man- | the most abstract, overused, misunder- 
agers from all over the world re- | stood words in business”. (It seems 


D.N. MUKERJEA 





F there ever is need for a parson in 
business, my vote would go to Jack 











BROWSING | gardless of rank or stature, Sunday after | someoneonce asked Welch: 'What is the 
Nagendr a Venkaswamy | Sunday reading sermons drawn _ ark _ difference between a  '^ 
President | from his own vast experi- E 
Datacraft India ! ence and shepherding 

| them along in the big, 
Iam reading two books: THE HUN- | nasty and brutish world of ! WINNING 
GRYTIDE by Amitav Ghosh and |, business. ‘ By Jack Welch with 
BOARDS THAT DELIVERbyRam f This isn't Welch's first | Mum rir 
Charan. I read lots of fiction and | Stab at authorship. He has Welch Harper Collins 
commentaries on politics. | writen one highly-ac- Pages: 372; 

Ghosh has written a gripping |! claimed book in the past special price: £7.75 
book about two urbanite strangers, | (Jack: Straight From The > 
as different as they could be, from dif- | Gut), dealing essentially 
ferent parts of the world but bound with similar issues. But 
bya common Bengali ancestry. They | what makes Winning different is the | mission and a value and what difference 
find themselves in the strange and _ wisdom it imparts, which appears al- | the difference makes?’) Little wonder 
harsh land of the Sundarbans. . most homespun in nature. This also | that he calls this chapter ‘So muchhot — 
Managementbooksarenotmy ^ | demonstrates Welch's mastery over the | airabout something so real’. 

favourite reading, but Ram Charans f subject since only the absolute expert | This sort of a preface prepares the 
books suit me because they are jar- ! can write on business as simply and lu- | reader for Welch’s wisdom on mission 
gon-free and full of great practical | Cidly has Welch has, withoutresortingto | and values put across in an accessible 
value. In this book he focuses on ~ jargon and management theory. manner — almost as if it were a fireside 
boards efforts to deliver not only | 
better corporate governance, but also | 
to add value to business. He goesbe- | SELECTION year-old soldier had spent seven years, 
yond the rhetoric and tries to capture | two months and nine days with his unit, 


was in all likelihood recruited from the 


the tried and tested practices. a | Retu mM of the Awadh region and, till that fateful after- 


: noon, had been an exemplary soldier. 
ALERT j Im t Rudrangshu Mukherjee's well timed ^» 
Creating Wealth And Getting Rich | U Ineer book Mangal Pandey: Brave Martyr or 

i i ? 
@ The Speed Of Thought Accidental Hero? hit the stands just 





VERY historian knows the difficulty weeks before the Aamir Khan starrer 

By Samir S. Mogul | of separating legend from fact — The Rising will arrive on the big screen. 
(Taxmann) and nationalist rhetoric. This becomesa | The film makes much of the fact that 
Siar ai ane, 9 M more complex task when one is dealing 

TODAY, financial plan- | with an emotive issue like the 1857 ris- MANGAL 

ners appear in maga- ing. Mangal Pandey is enshrined in his- 

zines and have some | tory as the sepoy who started the 1857 PANDEY 

degree of fame. This | revolt. But who was this man? Brave Martyr Or 

book cashes in on the | Military records have little on the Accidental Hero? 

trend. A tax expert has 26-year-old soldier (Sepoy No. 1446 in 

made a sincere attempt the English East India Company's 34th By Rudrangshu 
RAM "Wes Lair ee | Native Infantry) who paid with his life Mukherjee 
fortunately,the book veers off Bat pt aaa fe van Meshal Bolas DAT 
course and gets filled with jargon. , ; 


But it will help with your taxes. E 





year. All that we know is that the 26- price: Rs 150 
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-.. chat. (For Welch, a mission statement is 


one which answers how the dickens 


 doesone win in the business one is in.) 


This bookis in some ways his atone- 
ment for the stuff he wrote earlier. 
Though Straight From The Gut sold 
more than 2.7 million copies, the re- 
views weren't particularly flattering. Of 


course, the difference this time is Welch 


has a co-author, his wife Suzy. She is the 
one time editor of Harvard Business Re- 


— view, who Welch had a famous affair 


with in 2001 that led to his divorce with 
his previous wife Jane. Suzy and Welch 
got married in April 2004, and this is 
their first offspring. 

Now backto the book. What makes it 
so useful is that the book is divided into 
five neat compartments, three of which 
deal with the most important things 
that affect a professional's life: your 
company, your competition and your 
career, And in each of these, Welch doles 
out advice in his parsonly manner. 

Consider where he talks about the 
importance of a mentor to have a fulfil- 
ing career. Now that part is commonly 
acknowledged. But what is interesting is 
some of the people he believes can be 
mentors. He argues that a mentor need 


Mangal Pandey's singular act on (29. E 


March occurred weeks before the . 


X Meerut tutin (10 May), which set Hoff 


JACK WELCH began his career with the 
General Electric Company in 1960, and in 
1981 became the chairman and CEO. 
During his tenure, GE's market capitali- 
sation increased by $400 billion, making 
it the wortd's most valuable corporation. 
He is currently the head of Jack Weich, 
LLC, where he serves as an advisor to a 
small group of Fortune 500 CEOs and 
speaks to businesspeople and students 
around the world. Welch is the author of 


SUZY WELCH is the former editor of 
Harvard Business Review 


not es be a senior, it could well 


be someone younger and lower in the _ 
pecking order. He talks about one Den- | 
nis, his financial analyst at GE Capital - 
who taught him all about the nuances | 
of finance. And, this one is a big pat on | 
the back for the business press, he | 
argues that the business media is one | 
| improve themselves. 

In fact, it bothers Welch that alotof | 
the younger people he meets say they | 
don't consume articles as voraciously as | 
he does. (Welch's day starts with the | 
reading of the days newspapers at 6:30 | 
a.m.; it seems that after that, he and | 
Suzy spend a lot of time discussing and | 


outstanding mentor. 


Did the young soldier act 


t "t ig names. later, they ad turn ori pe Sub c0] 
: risingly competent à and dido and due | é 
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| away capital on different businesses 









analysing the news) The point that — 
Welch is trying to make in all thisisthat —.— 
mentors are everywhere. People just 
have to go and find them. 

One of the abiding themes of the- 
book is that to succeed in busine 
you need to be upfront and frank. } 
talks about the phoney smile, whict 
people put on during long presenta-- 
tions, how people stay away from asking - 
the relevant (and sometimes tough — 
questions) and go and do something 
that doesnt benefit the business; he 
talks of how senior managers fritter 





instead of taking bets on a few with huge 
potentíal because they are afraid of 
telling managers on their face which 
businesses don't have potential: hetalks =e 
about sackings where employees ate | 
never told why they are getting the boot. 

and, therefore, have no clue of how to 


In fact, vou could argue that alot of 
what Father Welch preaches — face the 
facts squarely, be upfront, be honest, 
there are no shortcuts, etc. —- is relevant 
not just in the world of business, but in 
all walks oflife. And that is why this oua 
is a must read. 




























supply-constrained? In answering parlia- 


3 and highlight lack of domestic liberalisation. In the case of 

— the latter, one will have to blame either the present gov- 

~~ ernment or earlier ones for not implementing reforms 
. like those listed by the Sathyam Committee in 1998. 

- Textiles and garments is an important sector. It ac- 


percent of India’s exports of goods. Within merchandise 
trade, itis the largest net foreign exchange earner. But one 
has to pin. down what one means by textiles and gar- 
ments. The. textiles ministry 
-has nine export promotion 
D “councils. (EPCs) for apparel, 
- carpets, cotton textiles, handi- 
crafts, handlooms, silk, power- 
looms, synthetic and rayon, 
and wool and woollens. This 
represents a broad definition 
of textiles and garments. Ig- 
nore for the moment the point 
about whether we need EPCs. 
-- Aso, do we need so many? 
oe During the Uruguay Round 
(1986-94), India argued that 
^s s garment export quotas were 
 aberrations. Quotas also me- 
ant cushioned markets, and 
competition would thrive in 
the absence of quotas. Would 
India prosper in a post-quota 
. world? Exporters thought they would. Experts highlighted 
systemic problems like those listed by Sathyam, and advo- 
< cated less euphoria. However, if domestic reforms took 
< place, exports would explode from 3 billion i in 2004 to 
. $40 billion by 2010— and $70 billion by 2014. 
| Chata 1994, India anani it had b ne een hoodwinked be- 

























mee (MEA) Sines -out, heres were eTe and lib- 







: ‘December 2004 because there would be no quotas from 
1 mo 2005. DH India wouldnt em as much as 






i whither p garment exports a are demand constrained or 
e supply-constrained A 1 hell has broken loose over it. Mer- 
À ata surface through Directorate-General 
| of Commercial Intelligence and Statistics (DGCI&S) and 







RE India's exports demand-constrained or | 


- mentary questions or writing the govem- | 
ments Economic Survey, it is easier to- 
. blame the external world than look inwards - 


counts for direct employment of 35 million, and 25 to 30. 


_ eralisation was backloaded, But all would be well beyond 
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| 
| 
| 
| 
| 
| 
| 
i 
| 
| 
| 
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Between the lies of DGCI&S, 
damned lies of the textiles mini- 
stry and importing countries' 
figures, there is utter confusion 





— RR up Wenp aL AANA We 


is based on customs data collected through ports. True, all 


ports are not computerised, and DGCI&S data go through 


three stages: raw, provisional and final splicing before it 


becomes digital. These divergences are quantitatively in- 


significant. Analysing the data for 2004-05, which in- 
cludes three months of post-MFA, it argued that garments 


had exhibited negative to low ; growth. 


Cotton yarn, fabrics and made- -ups dropped by 6 per 


| cent, ready-made cotton garments dropped by 5 per cent, 


and man-made yarn, fabrics and made-ups increased by 


6 per cent, True, this is for 2004-05. However, the first 
| quarter figures for the calendar year? 2005 aren't any differ- 


ent, In rupee terms, provisional figures show a fall of 21.3 
per cent in all textile exports. Ready-made garments show 
a i decline of21. 4 per cent. A pri- 

use of elimination of 










quota apre niums ar d 

tion, one would exp ct prices 
to decline along with a squeeze 
on. profitability. However, 
larger volumes should have led 
to increased values. 

In the absence of price cum 
volume decomposition, one 
cant examine this hypothesis. 

_ All one knows is that the tex- 
M tiles ministry doesnt believe 
A DGCI&S. There are reasons for 
 disbelief. First is the dissatis- 
-faction with the provisional na- 
ture of DGCI&S data. Second, 
ministry's internally-gen- 
ed | suggests. an in- 
crease of 25 per cent from Jan- 
uary to May 2005. The source. isn't clear but it certainly 








isnt complete enumeration. Is it a sample survey under- 


taken in selected ports, or administered to larger ex- 





porters, or representative of only a fast-growing segment ~~ - 


like women’s blouses? T hird, since 80 per cent of India's 


textile exports go to the EU, the US and Canada, there is a 


tendency torely on the importing country's data although 
there are matching problems, such as f.o.b versus CIE cal- 
endar year versus fiscal year, gaps between export from 
Indian port and import into. foreign port, a : 








tile categories rather than all. | 

Between the lies of DGCIAS, damned lies ofthe Min- 
istry and statistics ofi importing countries, utter confusion 
prevails. And while we sort out data, issues like DEPB, 
duty drawback, the Technology Upgradation Fund, Tex- 


tile Centres Infrastructure Development Scheme, Apparel 


Parks for Export and broader reform issues get post- 
poned. Welcome to the post-MFA world. B 
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„and exchange 
rate issues. But these figures are also. cited for selected tex- 
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Videocon - emerging 
as a ġlobal player in the 
world of colour televisions 


Multinational 





With the completion of acquisition of 
Thomson's colour picture tubes business 
in France, Italy, Poland, Mexico and 
China, Videocon will have access to 
State-of-the-art manufacturing and R & D 
facilities across the world. 


This means global scale and efficiency 
and world class products, which will 
catapult the company towards global 
leadership in colour television display 


device business. 
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The global steel 
industry is messy 
and fragmented. 
Lakshmi Mittal 

is intent on 
reorganising it. 
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_ PRESENTING THE 
TATA SAFARI DICOR. 
RECLAIM YOUR LIFE. 


It's sweet revenge for all those compromises you've made along the way. 
The 95 hour work weeks, the coffee in styrofoam cups, a glimpse of the horizon 

nad through the blinds. It's time to realize your finest hours weren't decided by a 
timesheet. Time for the Tata Safari Dicor. This 115 PS Direct Injection Common 
Rail (DICOR) engine delivers a best in class torque of 300 Nm and comes to 
you with the promise of conquering just about any terrain. Couple this with an 
all new fascia, new look interiors and you have one good looking ally to help 
you get out there and live the life you were meant to. Test drive one today. 
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DVD/ MP3 SYSTEM WITH | 
DUAL LCD SCREENS 





Direct Injection Common Rail Engine 
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Tailored tips 


.J The new marketing ideas 
presented in your cover story 
were illuminating. However, 
the group of stories lacked a 
holistic view, though the 
concept of holistic 
marketing was discussed. 
Any marketing advice must change to fit 
different economies, countries, cultures and contexts. What 
about the developing world? How does marketing change for us? How 
do you identify which pieces of classical marketing theory to tweak, and ~ 
which to keep under all circumstances? 


A.S. Srinivasan, Chennai 










BRANDS AREN'T DEAD YET _ Cannes ad show reel, almost all the 
I read the issue on ‘The Future of | winners were in the lifestyle, youth 


Marketing (BW, 1 August) with great category using the explorer or rebel 
interest. Kudos to you fordevotinga — | archetype. What about low involve- 
whole issue to this subject. And thisis | ment, low unit value products? 
perhaps an opportune momenttodo | Marketing experts have been E 
some soul searching. The interviews ^ | predicting the death of the brand fora E 
raise many issues, and are thought- | long time; it has not happened yet. — 
provoking. Here are some comments: | Take the case of Aldi, which stocks only 
1. While Jagdish Sheth finds Kotlers its own DOBs. Nowitislookingat — 
four Ps ready for an overhaul, his four ^ stocking big brands as well. 

As don't seem all that different. One |! Kamini Banga, managing director, 
could hardly envisage a situation | Dimensions Consultancy 

where a marketer launched a product 
that was not acceptable to the 
consumer, at a price that was not 
affordable, or suffered from poor 
distribution (availability), and finally, 
that was marketed without advertising 


UNIQUE PRODUCTS 

As a customer, the first thing [ look for 
in a product is its unique quality. Being 
the best is great, but often, there is very 
little difference between the best and 


or promotion (awareness). _ the second best, Unique attributes 
2. It would have been interesting to | help me decide if a product fits my life 


read what practitioners think. Most |! (The Future Of Marketing, BW 1 
theoretical concepts are derived from | August). There are just too many 


empirical data provided by marketers | products; companies must identify 
who can probably smell the gap | unique qualities and make them the 
between theory and practice faster | centrepiece of their marketing plans. 
than anybody else. | Then, all they have to do is keep up the 
3. Nirmalya Kumar paints a grim | quality and presentation, and 

picture, something that we are all | consumers will keep buying, 


familiar with. The distributor-owned ^ | Ajay, posted on BW website 
brands (DOBs) are gaining ground | 
with growing quality parity and | CORRIGENDUM 


increasing price gap. So what is the | In ‘Up, Where It Belongs’ (BW, 8 

way forward? Is this the death knell for | August), Chinese General Zhu 

the big brands? I wish he had offered == Chenghu's name was misspelled. 

some solutions. | .— We regret the error. 

4. Examples of successful branding by — 

the four experts are mainly in the || n | 


lifestyle, experience-driven products 


i E editor&bworldmail.com | 
categories. The last timeIwatcheda — | |... ... s 
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this issue 


L.N. Mittal, chairman 
& CEO, Mittal Stee! 


What Went Wrong 


Mumbai's Mithi River, which has 
been manipulated no end, is a 
metaphor for what's wrong with the 
city. Giving this little stream a lease 
of life could solve the city's woes. 


24x7 Business How did 


businesses that thrive on working all 
day, everyday, cope with the floods? 


Mumbai limps back to normal. al- 
beit in boats now plying the roads 





indiatimes WestBridge and Sequoia are set to picka 
stake in it at one of the highest valuations in the Net business. 


Reliance Ener By Anil Ambani’s com pany seems 
to have dug itself in a hole in both Delhi and Mumbai. 
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Changing 
Global 
Steel 


The global, 1-billion-tonne steel 
business is fragmented and messy. 
Lakshmi Mittal, who has powered his 
way through a series of acquisitions 
to become the world's largest steel 
maker, now wants to reform it. 





The Road To India For the 
first time, Mittal Steel is showing 
interest in India. Why? 


Inside The Empire An 
inside look at how Mittal manages 
his steel empire. 
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oply Reforms 


ELI 


How practical is the promise to supply water 24X7? a 


Some states are testing new ways to involve private parties in 
much-needed water supply projects. Will the public owner- 
ship, private management model prove itself? 


ING Three years after it became the first private bank to 
be sold to a foreign player, I NG Vysyais still struggling. 
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SANJAY SAKARIA 


46 | Interview Professors Wayne Brockbank and Dave Ul- 
rich from Michigan university's School of Business assert that 
the HR function must become a strategic partner to business. 


52 Auto Indiahas 
just one testing and ho- 
mologating lab. And 
that, too, is underpro- 
vided. The Centre is 
seeking to fix that and 
more with Natrip, a 

Rs 1,718-crore project. 


Natrip will bring crash- 
testing labs like this 





60 e4e Backed by VC money, it started out as an interest- 
ing business model — setting up separate firms, letting them 
grow, and then merging them. The e4e experiment. 





64 Bookmark Bibek Debroy deconstructs economist 
Jeffrey Sachs' poverty elimination efforts in terms of Greek 
mythology. Also, why books on innovation are unoriginal. 


COMMENT 


24 Omkar Goswami The Vernacular 
Medium Types are inheriting corporate India, 
signalling the demise of the People Like Us. 


THAT’S IT 


57 Mala Bhargava Howan RSS aggre- 
gator makes short work of visiting websites 
which we bookmark for news and updates. 
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Web Exclusives 


A Invisible India: Why are we afraid of trade unions? 
asks Latha Jishnu. 


Pharma Capsules: Your fortnightly update of all that 
is happening in the pharmaceuticals sector. 


Of Kingfisher Airlines and the pros and cons of exten- 
ding a brand name to varied products and services. 





A 


A StockSense: Is a revaluation in the market underway? 


Log on to www.businessworldindia.com 
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Global steel strategies 


HIS is perhaps the first time that an Indian 
industrialist is trying to change the fortunes of an 
entire sector, globally. As the largest producer of 
steel, Lakshmi Mittal has taken upon himself the 
task to reorganise the industry and make it more 
profitable. Mittal Steel makes 60 million tonnes of steel a year. 
A thousand others make up the rest of the billion tonnes that 
the world produces. This extreme fragmentation weakens the 
hand of steel producers, making them susceptible to violent 
price swings and, therefore, unattractive to global investors. 

Mittal thinks he has a solution to the problem: 
consolidation of the industry in the hands of fewer players, 
and changing the cost structure of the industry. If the fixed 
component of steel industry costs is reduced and the variable 
component increased, then the industry will react to price 
swings by increasing or 
reducing production. That will 
dampen price swings and 
improve the attractiveness of 
the sector to investors. 

This may not be music to 
the ears of all steel consumers, 
but other steel majors will be 
listening intently to the new 
tune from the man who came 
from nowhere to assume 
leadership of the industry. Also, 
remember that Mittal has 
brought substantial capacity onto the market by turning 
around defunct steel mills. 

In keeping with our tradition of covering world stories of 
interest to a globalising India, deputy editor D.N. Mukerjea 


Businessworld 


mel Billion | 
Tonne a 


Challenge l 





| spent time in London and eastern Europe to assess how 


realistic it is for a person who makes just 60 million tonnes of 


| steel to move a 1-billion-tonne industry in the direction he 


wants. “It is a tough challenge, but Mittal's arguments will find 
resonance in many steel boardrooms,” says Mukerjea who 
spoke with many experts and industry leaders. 

For the first time, Mittal has revealed his investment plans 
for India as well, and that is sparking a debate on mining 
policy. Indian steel producers are asking for priority in access 
to iron ore, especially since Mittal has expressed his intention 
to export some ore as well. We will be following that story. 

In the meantime, the waters have receded in Mumbai, 
exposing a city that is crying out for better governance. We 


| look at what happened, why and what can be done. 
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N afternoon's downpour, 
three days of wading in 
muck and a week of bung- 
ling had stunned Mumbai 
into a stoic silence. Ordi- 
nary citizens dug into their moral re- 
serves and did what the government 
should have been doing — walking miles 
to help people, taking strangers into their 
homes, starting relief kitchens at street 
corners. Misery acted like glue and held 
the city together. The plagues of theft, vi- 
olence and disorder that visit other cities 
in distress never touched Mumbai. 

One angry editorial in a local lan- 
guage newspaper said that this stoic 
spirit is not a solution; it is a problem. 
Because it allows the authorities an es- 
cape route: speak admiringly of the 
Mumbai spirit, look concerned and wait 
for things to get back to normal. Then 
the poor sods can go back to their world 
of crumbling houses, packed trains and 
cracked roads. Does Mumbai have to 
burn before it gets the money and atten- 
tion it deserves? 

Let's give the government the bene- 
fit of doubt, for a moment. The heavens 
poured a record 944 mm of rain on the 
suburbs on 26 July; at its worst it had 
poured 300 mm in two hours. A munici- 
pal engineer says that the city's century- 
old drainage system is designed to han- 
dle 25 mm of rain an hour. There is no 
way, he insists, any city could have han- 
dled such an assault of water. It's an 
event that did not happen in a hundred 
years and is unlikely to be repeated in 
the next hundred years. 

Statisticians call such occurrences 
‘outlier’. It is a far-out event that com- 
pletely upsets traditional calculations. 
The 9/11 bombings in New York is one 
example. Or even the 1994 plague in 
surat. The interesting thing about out- 
liers is that they focus the mind on other 
possibilities. It is to be seen whether 
Mumbai asks a few hard questions and 
searches for a few practical answers, as 
Surat did a decade ago. 

What is wrong with Mumbai? There 
are as many answers hovering around 
as there are stars in the sky — rapacious 
builders, corrupt politicians, uncon- 
trolled immigration, proliferating 
slums, mindless reclamation... you 
name it. Right now, every Mumbaikar 
worth his bombil fry is clutching to one 
of these myriad explanations. The chal- 





HEMANT MISHRA 


ombay blues 


Is the city’s resilience its undoing? 


lenge is to amalgamate all these solu- 
tions into one workable policy. Or, to 
switch culinary metaphors, make a 
bhelpuri that is palatable to all. 

The story of the Mithi River will help 
explain what this may actually mean, 
especially since it was the unexpected 
flooding of this river that brought large 


parts of suburban Mumbai to a halt. Itis | 


also a metaphor for much that is wrong 
with the city. This little stream — river is 
too grand a definition — is Mumbai's 


very own. It comes to life just north of 
the city, snakes its way for 15 kilometres | 


through the eastern suburbs and emp- 


ties its modest offerings into the sea at | 


Mahim. The river has been manipu- 
lated over the years — its course has 
been changed, its mangroves have been 
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hacked, its area has been reduced by 
reclamation, illegal slums have mush- 
roomed along its banks and it has been 
used as adumping ground for all sorts of 
industrial waste. 

Finally, the little river rose in revolt 
on 26 July. Areas along its banks that 
have never seen flooding before were 
inundated. This included middle-class 
housing colonies, slums and even the 
swank Bandra Kurla Complex, home to 
the likes of ICICI Bank, Citibank and 
UTI. On 2 August, a week after the origi- 
nal drencher, our photographer went to 
the Air-India colony at Kalina, one of the 
suburbs hugging the Mithi’s western 
banks. There was still water all around. 
He moved around in a Navy dinghy. 

Other cities have used their rivers as 
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Mumbai had a population of 
~ 11.9 million in 2001. The num- 
ber of people in the entire metió 
g. politan area is close to — D 
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The municipal corporation has an 
annual expenditure budget of 
around Rs 7,500 crore. An 
estimated 55% of this is frittered 
away on salaries. 





Mumbai sees about 11. million 
commuter trips a day. Nearly 
8895 of these are catered to 

by suburban trains and 

public buses. 





An average railway rake has the 
capacity to carry 1,750 pas- 
sengers. In Mumbai, on an 
average, 4,000 people squeeze 
into one railway rake. 





In the seven years to 1999, the 
bulk of the growth in the vehicle 
population had been on account 
of two-wheelers and 
autorickshaws. 





Living in Mumbai costs half as 
much as it does in New York. 





Source: Bombay First; EIU; MMRDA; 
Census; BW 
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rallying points in times of renewal. 
The Thames in London had been 
reduced to a foul body of water by 
the 1850s. The “Great Stink” in 
1858 forced the House of Com- 
mons to abandon Westminster. 
That led to the eventual clean-up 
of the river. Singapore River, too, 
was a fetid embarrassment, till the 
government of the city initiated a 
10-year programme in 1977 to rid 
the river of all pollution. The river 
today teems with fish and other 
marine life. Its banks host prome- 
nades, restaurants and art gal- 
leries. More recently, Seoul did 
something similar to its river, 
which had been built over with an 
elevated highway. The highway 
was torn down, the river revived 
and its banks beautified. 

So it can be done. The revival 
and beautification of the Mithi 
can, perhaps, be the lead piece in 
the renewal of Mumbai. It will be a 
project that will touch more hearts 
than empty promises of building a 
Shanghai-on-the-Arabian-Sea or 
the soulless power of six-lane fly- 
overs do. But, and here comes the 
hitch, such a project will severely 
test the staying power of the chat- 
terboxes who have unleashed 
themselves in the media. 

Can the slums that block the river be 
removed? What about the small indus- 
trial units that pour their toxins into the 
black water? Will all further reclamation 
to house swank corporate offices be 
stopped? And will motorists be ready to 
abandon the bridges that are to be 
thrown across the sea, further blocking 
the rivers mouth? Remember: Singa- 
pore moved thousands of shanties and 
Seoul tore down an entire elevated 
highway to revive their rivers. 

In Dhoom, the hit biker film, Ab- 
hishek Bachchan tells his superiors in 
the police department that the one 
common thing about all the robberies 
in the city is that they were pulled off 
near the Western Express Highway so 
that the robbers could make a quick 
getaway. The Mithi brought traffic on 
this arterial road to a standstill in July. 
Perhaps Hrithik Roshan and gang may 
be forced to think of another escape 
route in Dhoom 2. The river, perhaps? M 
NIRANJAN RAJADHYAKSHA 
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GLOBAL CLIMATE CHANGE 
Gear up for 
more calamities 


VERY time rains cause a 

flood in Europe or a power- 

ful hurricane hits the At- 
lantic coast in America, discus- 
sions on global warming take the 
centrestage. Why doesn't global 
warming figure in our discussion 
on floods in Mumbai? 

The Asian monsoon has al- 
ways betrayed precise analysis 
and predictions. Global warming 
is another phenomenon that has 
created a lot of controversy, al- 
though more political than scien- 
tific. Linking the two is never easy. 
Linking specific spells of rain to 
global warming may be totally 
unwarranted, if not unscientific. 
Why should we try to associate 
the two at all then? 

There is no doubt in the scien- 
tific circles that a warming earth 
will witness more unpredictable 
and violent weather. That's the 
reason why the issue is hot in Eu- 
rope, which has seen a dramatic 
increase in floods in recent years. 
But the South-West monsoon has 
been flooding many parts of India 
for as long as one could remem- 
ber. Has the frequency of heavy 
spells been increasing of late? 

One doesn't require past 
records to answer this. Scientists 
increasingly feel that a warming 
earth will increase the intensity of 
the South-West monsoon. There 
is no doubt now that the earth is 
indeed warming up. There is also 
evidence that the higher latitudes 
are warming more than the trop- 
ics, and this contrast would also 
help to intensify the monsoon. So 
we can expect the Indian mon- 
soon to increase in intensity over 
the century, and with it bring 
more spells of high rainfall. It is 
better for the entire country to be 
prepared, because we would not 
know where a particular violent 
spell will hit. t 
P. HARI 




























































WHAT WENT WRONG 


MUMBAI 


| tween these two polar preju- 








REBUILDING MUMBAI 





A city short-changed 


Much more of the revenue generated in Mumbai must be spent on it 


AS Mumbai really 

been used as a 

golden goose by 

the rest of the 

country? The av- 

erage Mumbaikar fervently be- 

lieves that the city pays nearly 40 

per cent of the national tax col- 

lections but gets nothing in turn. 

Outsiders scoff at the claim and 

say that Mumbai's tax collections 

seem large because many com- 

panies are run out of here and a 

large chunk of the country’s im- 

ports come through its ports. 

Economic value that pays for 
these taxes is created elsewhere. 

The truth, as ever, lies be- 


dices. Heres how consulting 
firm McKinsey & Co and urban 
group Bombay First worked out 
the numbers in 2002, when the two 
were collaborating on a report on how 
to turn Mumbai into a world-class city. 

Itis very difficult to assess how much 
of the total tax basket can be attributed 
to Mumbai’s own economic activity 
alone. McKinsey and Bombay First 
worked on a few assumptions that seem 
convincing. The starting point is the 
value of the city’s output — nearly 5 per 
cent of the national GDP So should one 
assume that the city on its own gener- 
ates 5 per cent of the Central govern- 
ment's tax revenues? 

Mumbai's actual contribution is 
likely to be far higher. The reason: an ur- 
ban economy has higher tax intensity 
than the rest of the country. Mumbai 
has no agricultural activity. It has a 
higher per capita income. And its con- 
sumption basket is skewed towards 
goods that attract higher tax slabs. The 
result: more tax is collected from every 
unit of GDP created here. 

McKinsey and Bombay First have 
estimated that higher tax intensity 
would ensure that Mumbai generates 
about 15 per cent of the nation’s tax rev- 


an estimated Rs 40,000 crore when we 
worked on the report," says S.S. Bhan- 
dare, economist and former head of 
Bombay First. "The figure today is likely 
to be close to Rs 55,000 crore." And re- 
member: this is what the city pays for 
just its own economic activity, and 
not because it houses the headquarters 
of major companies and the country's 
largest port. 

Now, how much of this gets back 
into the city? If the average capital ex- 
penditure of all the agencies involved — 
municipal, state and national — is 
added, we get a grand figure of Rs 3,000 
crore or so. The Central government, ac- 
cording to unofficial estimates, puts in a 
mere Rs 1,000 crore back into Mumbai 
every year. Put the jigsaw in place, and 
the picture that emerges is a horrendous 
one: Mumbaiis short-changed in excess 
of Rs 50,000 crore every year. 

One can qualify this in a dozen ways. 
There are Central services (like the 
Army) that Mumbai's citizens use. 
Roads feeding Mumbai are built from 
some of this money. The federal political 
structure is based on the assumption 


enue. "This meant a tax contribution of | that the rich areas of the country sub- 
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sidise the poor areas. But is a gap of this 
magnitude justified? No way. 

Of course, it's not only the national 
government that has its hands in the till. 
The state government is no better. 
Mumbai accounts for a third of Maha- 
rashtras state domestic product and 
gets little in return. A small example: the 
stamp duty collected when people buy 
and sell some of the pricey real estate in 
the city amounts to Rs 2,500 crore a year, 
say officials in the state government. 
The recent sale of mill lands alone 
should have generated Rs 100 crore of 
stamp duty for the state government. 

It is appalling that amidst all these 
astronomical numbers, the city's two 
largest infrastructure projects — the 
Mumbai Urban Infrastructure Project 
(MUIP) and the Mumbai Urban Trans- 
port Project (MUTP) — have a com- 
bined budget of Rs 6,000 crore. 

One immediate possibility is ring- 
fencing some of the city's tax revenue 
and using it as seed money for a fund 
dedicated to Mumbai. 

Its the least that can be done for 
what is still India’s best city. g 

NIRANJAN RAJADHYAKSHA 
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e Students receive the same degree as that received by students studying 


MASTER OF BUSINESS ADMINISTRATION within the University of Wales, U.K. 
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contribute to and benefit from the programme. 


e TASMAC is ranked A* by Business India in their report on India's B schools, placing it in the top bracket. 


e TASMAC is the first institution outside Europe and the only institute in India to be accredited and 
recognised by the British Accreditation Council, U.K. 


e TASMAC is India's first ISO 9001:2000 certified management institute 
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. did not work and networks shut 
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In the face of force majeure — 


The business continuity plans of banks, BPO firms were thoroughly tested 


PO firms, banks and fi- 
nancial institutions in 
Mumbai took a beating 
in the downpour, but 
most managed to keep their heads 
above water, primarily due to the 
crores they had invested in busi- 
ness continuity planning (BCP). 
For BPO firms, the problem 
was people loss rather than data 
loss or systems not functioning. 
This is because most of the critical 
data sits on servers at the client lo- 
cations, most of them abroad. 
But financial outfits faced in- 
frastructure glitches. Generators 


HEMANT MISHRA 


down, forcing some to fall back on 
business continuity plans. “At 
11:30 a.m., one of our customers' 
generators basement was flooded. 
By 5:30 p.m., we had 'failed-over' 
(shifted) to other sites. About 11 of 
our customers had to switch to 
secondary sites. But most of them 
have since ‘fallen-back’ [to the 
original]; three are still functioning 
from secondary sites,” says Srini- 
vas Pothapragada, CEO, Sanovi 
Technologies (India). The Boston- 
based company provides BCP and 
disaster recovery management so- 
lutions to 26 clients in India, in- 
cluding HDFC, Bank of Baroda 
and Indian Overseas Bank. 

Banks had been warned. In a 
communiqué on 15 April, the Re- 
serve Bank of India (RBI) had em- 
phasised the risks of sucha scenario and 
urged banks to be better prepared. “A re- 
cent study conducted by RBI revealed 
that some banks were still in the process 
of framing a business continuity plan 
(BCP). It is imperative that all banks 
have BCPs in place to be ready to tackle 
serious business disruptions,” the com- 
muniqué had observed. 

UTI Bank, for example, set up a ro- 
bust BCP in 2001 at an investment of Rs 
30 crore. It covers 265 branches, 65 ex- 


NAMAS BHOJANI 


NAMAS BHOJANI 


tension counters and 1,600 ATMs. “We | 
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How they coped 


Switched some of 
the outbound 
calling [people] 
to inbound as the 
latter is more 
controllable 


Prakash Gurbaxani, 
CEO, TransWorks 


Gave incentives 
to 20-30 per 
cent of the staff 
who turned up 
for work despite 
the adversity 


Neeraj Bhargava, 
CEO, WNS 


Pressed alterna- 
tive sites for 
client processes 
into service. 
Rerouted calls 
and other work 


Ananda Mukherji, 
CEO, ICICI OneSource 





have a 24-hour online replication of 
data. Even if we lose data it will be for 
two minutes," says Satyanarayana Sura, 
vice-president (IT) and head of disaster 
recovery site (Bangalore), UTI. Its back- 
up data centre is in Bangalore. 

For BPO outfits things were tougher. 
They had the problem of getting people 
to and from work. Attendance was as 
low as 15-20 per cent on the worst days. 
Companies like TransWorks could not 
lean on any other location as the 
processes in Mumbai are not serviced 
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elsewhere. “In the first couple of 
days, due to the disruption, only 
about 70-80 per cent could get to 
work. We switched some of the 
outbound calling to inbound as 
outbound is more controllable,” 
says Prakash Gurbaxani, CEO, 
TransWorks. He says the Mumbai 
centre lost a day’s revenue. 

“For some customers with crit- 
ical mass, we have split their oper- 
ations across two locations. If one 
closes, the other can take some of 
the load,” says Devashish Ghosh, 
COO, Wipro BPO Solutions. 

WNS transferred work to Pune 
as most of its data was mostly on 
the network. CEO Neeraj Bhargava 
says that he did not have to invoke 
the force majeure clause he builds 
into service contracts. “We deliv- 
ered.” WNS gave incentives to the 
20-30 per cent of the people who 
turned up for work. 

Most BPO companies firm-up 
BCPs with clients in the contract 
stage itself. Some clients organise 
their own procedures that could 
include re-routing work to other 
centres across the world. But typi- 
cally, clients who outsource more 
than 300-400 seats to a single ven- 
dor prefer that the vendor provide 
them with the BCP 

BPOs with client processes 
split across cities, like Wipro BPO 
and ICICI OneSource, were least 
affected as they pressed the other 
centres into service. Calls were re- 
routed to other cities and employees 
put in 18-hour shifts to minimise loss in 
business and customer confidence. 

“Clients are happy with the way peo- 
ple have responded. I believe this is the 
first time that our BCP has kicked in on 
an extended time,” says Ananda 
Mukherji, CEO, ICICI OneSource. Still, 
BPOs are planning BCP reviews though 
they have passed their first test. w 

NELSON VINOD MOSES, 
with reports from NANDINI VAISH 

















HE relentless rains brought 
mayhem to Mumbai, but 
failed to affect the stockmar- 
ket, which scaled new highs 
every day. As we go into print, the Sensex 
. had crossed 7800 and looked to be gear- 
_ ing for the technical level of 8000. 
While there are those who would like 
to believe that it is the dazzling corpo- 
.. rate performances that are driving the 
. market northwards, it would be difficult 
to justify the momentum with funda- 
mentals alone. 
So, is all well? Maybe not, for the 
broad indices have fared worse than the 
narrow ones. This is a typical signal at 
the peak of an uptrend and, it's backed 
-- by the fact that the intermediate trend 
-has been up for 12 weeks. Even in strong 
bull markets, it's rare for a intermediate 
trend to stay in force for longer than this. 

Moreover, most of the bullish activ- 
ity is now concentrated to bank stocks 
with scattered interest in other sectors 
— Bajaj Auto, Bharat Petroleum, Bharti 
Tele-Ventures, Dr Reddy's and Ashok 
Leyland, to name a few. 

Analysts feel that most mid-cap and 
small-cap stocks have peaked and offer 
little growth opportunity at current lev- 
els. So, while the Sensex gained nearly 3 
per cent, both the BSE Smallcap and 
BSE Midcap indices slipped. 

Though a section of the market is 
still swearing by the valuation story for 
certain companies, the breadth of the 
market tells a different story. The ad- 
vance-decline ratio in the last week 
shows that, on an average, a total of 
1,784 stocks slipped last week while only 
741 stocks actually gained. The declines 
were mostly in small- and mid-caps. 

. In one week since 22 July, on most 
trading days the market breadth re- 
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mained negative, suggesting that the 
number of stocks that declined was 
more than the number that advanced. | 

Also, the FII factor that seems to be a 
driving force behind the current liquid- 
ity is also causing fear to some extent. 
Although they brought in Rs 7,934.10 
crore (net) by the end of July 2005, a re- 
cent report from a foreign bank notes 
that foreign investment in the market is - 
already far too high. Foreign stake in the 
benchmark Sensex has grown 40 per 
cent in the last 12 months and they own | 
a staggering 74 per cent of free float in - 
the market, the report says. 

R. Rajagopal, vice-president (equity 
investments), IDBI Capital, says it's time 


stocks and the FII interest has also 
shifted from the mid-capstothelarge |^. 
capsonceagain.Butthisdoesnotmean ^ 
that mid-capshavepeakedout.Onehas ^ 
to tread extremely cautiously intimes: — 
like this and only invest after proper = 
homework about each stock rather than 
just follow the herd mentality of Fils.” 

India is surely on a growth path. But 
the path ahead will not be as smooth as 
has been in the past two years. There are 
enough global imbalances like the frag- 
ile US economy and interest rates, slow- 
ing China and currency adjustments, 
which mightstrikeanegativechordany ^. 
time. As Mumbaikars will vouch, neck 
deep waters are navigable, but neck — 











for caution. He says: “There istoo much | deep losses can sink you! Li | 
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money chasing too small a universe of | 


ATTENT CrON oF 


fluent people 


AGAIN AND AGAIN? 









Sitting pretty: For Swarup, the 


answer lies in convergence 


INDIATIMES.COM 


Wireless gains 


ESTBRIDGE Capital 
Partners, the Goldman 
Sachs-backed private 
equity firm and Silicon 
Valley venture capital firm Sequoia Cap- 
ital would pick up a 15 per cent stake in 


__ Indiatimes. The combine is expected to 


pay $36 million-40 million for the stake 


D 7 in the portal owned by the Rs 1,808- 


crore Bennett, Coleman & Co. The deal 
 isinthe final stages, say sources. 

The two investors are expected to 
split the 15 per cent stake equally and 





are looking to exit the investment in 2-3 
years through an overseas listing, say 
sources close to the deal. While West- 
Bridge managing director K.P. Balaraj 
refused to comment, at the time of go- 
ing to press, Indiatimes CEO Mahendra 
Swarup was unavailable for an interac- 
tion. The deal would value Indiatimes, 
which had revenues ofabout Rs 50 crore 
for the year ended July 2004, at over 
Rs 1,000 crore. The last big deal had 
been struck in December 2004, when 


DINESH KRISHNAN 








bought 80.6 per cent of Indiagames for 
$17.73 million (about Rs 78 crore). In 
June 2004, eBay had bought the entire 
equity of Baazee for $50 million (about 
Rs 2,200 crore). 

According to sources, the two in- 
vestors are betting on Indiatimes’ wire- 
less (mobile content) business to get 
them high returns on exit. To them, Indi- 
atimes is a technology-plus-media 
company. Mobile content brings in a 
chunk of Indiatimes’ profits, although 
e-commerce contributes a bulk of its 
topline. The VCs are expected to help the 
company expand the wireless business. 

In India, with 60 million mobile 
users, 30 million surfers and over 60 mil- 
lion cable homes, companies like India- 
times stand at the crossroads of conver- 
gence and work across these platforms. 
For example, millions of people down- 
load ringtones from Indiatimes, and it 
has become one of the largest film pro- 
motion companies that use the Net and 
the mobile. Improving prospects of 
companies like Indiatimes are steadily 
falling broadband prices with most ma- 
jor telecom players starting to offer 
these services. That should help the 
ranks of Netizens to swell rapidly. 

This will be WestBridge’s last invest- 
ment out of its $140-million India fund. 
It plans to start investing soon from a 
new $200-million India fund, which is in 
the final stages of closure. si 

SNIGDHA SENGUPTA & 





nications and information tech- 
nology minister Dayanidhi 
Maran's stint in the UPA government 
are his efforts to attract foreign invest- 
ment in the sector, as well as his at- 
tempts to bridge the digital divide. 
Maran is said to have persuaded 
Nokia to set up a networks operation 
centre in India. The centre would re- 
motely monitor all its networks in the 
Asian region. Earlier, he had success- 
fully lobbied to get Nokia to set up a 
handset plant near Chennai. He has 
also attempted to woo Intel, which is 
reportedly considering Noida and 
Chennai as options. 
Maran has also announced that 


T HE highlights of Union commu- 


team to develop an open source 
centre in Chennai. The 
objective is to popularise 
software by bringing 
down prices. 

Earlier, Maran had 
asked a group of compa- 
nies, including HCL Infosys- 
tems and other component 
makers, to come up with a z 
low-cost PC. Accepting the = 
challenge, HCL took the 
challenge and has 


KA 
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TomOnline, a Chinese company, VANITA KOHLI-KHANDEKAR 
PC PRICES launched a complete 
a . PC at below 
Bridging the gap Rs 10,000. Earlier, 
the Bangalore- 
the government would set up a based Encore along 


with the Council of Sci- 
entific and Industrial Re- 
search, and the Kolkata- 
based Xenitis have also 
launched sub- 
Rs 10,000 PCs. The 
minister hopes that 
these low-cost PCs will 
expand the country’s 
computer base from 15 
million to about 75 mil- 
lion by 2010. m 
M. ANAND 





NICAL RESEARCH 


. Streamlining the path 


WEB-BASED registry of all 
clinical trials being under- 
taken in India could be a real- 
ity soon. This would help pa- 
tients who haven't benefitted from 
existing treatments for fatal or debilitat- 
ing illnesses — like cancer, or multiple 
sclerosis — know about drugs being 
tested in Indian hospitals. "Patients usu- 
ally enter trials through a hospital's out- 
patient department, or on seeing ads," 
says Urmila Thatte, head of clinical 
pharmacology at Mumbai's Nair Hospi- 
tal. An online registry should make trials 
accessible to a lot more people. 

The initiative is being led by the 
fledgling Indian Society for Clinical Re- 
search (ISCR), envisaged as an associa- 
tion of drug firms, clinical research or- 
ganisations (CROs), doctors and clinical 
trial centres. The ISCR will include large 
trial sponsors like Pfizer, Sanofi-Aventis 
and Dabur Pharma. The society also 
wants to encourage communication 
throughout the clinical trials chain on 
key issues concerning the industry. 








| These include training, awareness 
among doctors and patients, regula- 
tions and ethics. "We want to see this in- 
dustry grow, but not through unethical 
short-cuts,” says Shoibal Mukherjee, se- 
nior director (medical affairs), Pfizer, 
and president, ISCR. 

The society also plans to compile the 
number of trials conducted in the coun- 
try, the number of patients enrolled in 
them, sponsors, professionals, CROs, 
and trial sites. These are lofty objectives. 
But the ISCR is no doubt banking on the 
multiplier effect this will have on all 
constituents. Take for instance the Web- 
based registry. Companies might ini- 
tially hesitate to share information, but 
when they see that the spillover benefit 
of doing so is faster patient recruitment, 
they will want to, says Mukherjee. 

There are other reasons why this is 
important. The clinical trials industry is 
still young in India. Ethics committees 
of hospitals — that approve and oversee 
trials in these institutions — are not yet 
on firm ground on important issues like 
how to handle serious adverse 
events brought to their attention 
during a trial. 

Patient safety is another is- 
sue. What happens if a patient 
suffers a trial-related injury? 
How are such injuries defined 
and how is the patient to be 
compensated? The ISCR hopes 
to brainstorm with its members, 
the government and patient 
groups to find the answers. Bi 
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v ROUTINE internal audit of 

V processes has at Convergys 

N India Services conducted in 

March this year by a team 

from the company's US parent. Follow- 

. ingthat, it has not renewed contracts of 

some of its HR vendors. Jaswinder S. 
Ghumman, vice-presi- 





ager for India, has quit. 
Mike Jackson, vice-pre- 
sident (international 
' operations), Convergys, 
will head Indian opera- 
./ tonstillthe headhunter 
— hired by the company 
"V canfinda replacement. 
Says Dennis Ross, 
general manager, Con- 
vergys Offshore Opera- 


middle of a transition. 
There have been no 








CONVERGYS INDIA SERVICES 


Overhaul mode 


vendor suspensions, but contracts of | 
some of the HR vendors have not been | 


renewed." 
However, there have also been alle- 


gations of funds misuse. When asked, : 
Ross said: "We have not registered any 


complaint with any authority regarding 
a financial fraud. There 
is no third-party audit, 
but there is an audit of 
internal processes by 
our own team." 
Convergys India is a 
wholly-owned  subsi- 


Convergys. 


the world, 


them in India. 


diary of the $2.3-billion, | 
Cincinnati (US)-based | 
The call | 
centre major employs | 
65,000 people all over | 
10,000 of | 
Its | 
biggest facility in the | 
world, at Gurgaon, has | 








over 4,000 people. It has 62 customer 
contact centres around the world. 
Ghummans exit was not the first in 
recent times. In May, Nandini Aggarwal, 
head of human resources (India), also 
the first employee hired for the India op- 
erations of Convergys, quit the com- 


| pany. Aggarwal’s exit was followed by 


resignations of Convergys' Mumbai op- 
erations head Uday Sanghani and, fi- 
nally, that of Ghumman two weeks ago. 
He will be with the company till 22 Au- 
gust. There have been some exits at the 
mid-management level as well. 

The ongoing internal audit, how- 
ever, has not changed Convergys India's 
plans. The company has seven facilities 
in the country to service 31 global 
clients. It continues to hire staff in India 
and plans to expand its technical ser- 
vices (IT help desk) and financial ser- 
vices practice that comprises 60 per 
cent of the work done in India. The com- 
pany says that there is a high customer 
satisfaction for the work delivered out of 
India. But now internal audits could 
happen more frequently. 2 
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ITH heavy poaching among 
airlines in India and an esti- 
mated 10 aircraft grounded 
due to shortage of pilots, the civil avi- 
ation ministry is trying to increase the 
number of commercial pilot licence 
(CPL) holders chumed out by the In- 
dira Gandhi Rashtriya Uran Academi 
(IGRUA) in Uttar Pradesh. It is also 
considering the possibility of setting 
up a pilot training school in Ma- 
harashtra. 

Currently, IGRUA produces 
about 24 pilots a year. This 
number could go up to about 
100. A CPL can also be obtained 
through one of the other flying 
schools in India, but the time 
taken is long and the quality of 
instruction suspect. 

But it is not the shortage of 
CPL holders that is really hurt- 
ing. According to one estimate, 
there are 200-300 such people 
in the country without jobs. The 





Type-rated pilots: In demand 





real shortage is of senior captains and 
type-rated first officers (those who 
can fly either an Airbus 320 or a Boe- 
ing 737). The new low-cost players — 
SpiceJet, Air Deccan and Kingfisher — 
are currently only employing senior pi- 
lots with around 1,000 hours of flying, 
who are either from abroad (an esti- 
mated 200 of them) or hired from 
other carriers. Once the new carriers 


SHORTAGE OF PILOTS 


A type-rating problem 
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absorb the CPL holders, it is expected 


that a shortage will develop. The in- 


dustry also feels that any new flying 
schools should be set up in collabora- 


tion with the private sector, and not 


solely by the government. 
Kapil Kaul, vice-president (Indian 


sub-continent), Centre for Asia-Pacific 


| Aviation, says one of the bigger prob- 
| lems is the high cost of converting the 





CPL licence into a type-rated li- 
cence, mostly in the US and the 
UK. He adds: “This costs Rs 18 
lakh-20 lakh. Many CPL holders 
in India cannot afford that.” 

He argues that airlines 
should start hiring CPL holders, 
pay for the conversion, and 
then deduct the amount paid 
for the training from the pilot’s 
salary once he is employed with 
the airline. This can be done 
with a clause that ensures that 
the pilot stays for a few years 
with the airline that funded the 
type-rating training. Be 
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POLITICS 


Congress cornered 
as Buta bungles 


NENDING  administra- 
tive chaos in the Centre- 
ruled Bihar is beginning 


to haunt the UPA government. 
The Congress-led ruling coalition 
was cornered in Parliament and is 
also in trouble with the Election 
Commission for a series of bun- 
gles committed by Bihar governor 
Buta Singh. The former Union 
minister was sent to Patna to en- 
sure good administration after 
the imposition of President's rule. 

Singh has been accused of or- 
dering ad hoc transfers of IAS and 
IPS officers, allegedly at the be- 
hest of controversial politicians 
like Mohammed Shahabuddin 
and Sadhu Yadav, both RJD MPs 
central to railway minister Lalu 
Prasad Yadav's efforts to regain 
power in the state. Bihar chief sec- 


retary G.S. Kang, supported by the Bihar | 


chapter of the IAS Officers' Association, 
has gone on leave protesting against the 


transfers. The Election Commission has | 


now restrained Singh from ordering fur- 
ther transfers on the plea that it would 
hamper preparations for assembly elec- 
tions in the state. 

Corruption charges against his son 
are not helping either. Tax notices have 
been served on the governor' son, 
Arvinder Singh ‘Lovely’, for misappro- 
priation of proceeds of a cricket match 
organised by him, ostensibly to raise 








funds for tsunami victims. 


The Bihar issue provoked the NDA- 
led Opposition to press a censure mo- 
tion against the government in the Lok 
Sabha, which was supported by the CPI, 
the BSP and the Samajwadi Party. The 
government managed to defeat the mo- 
tion and extend President's rule by an- 
other six months. But with the Central 
rule plunging the people of Bihar into 
greater distress, Congress' already de- 
clining political graph in the state may 
dip further in the coming months. W 
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NEWS CAPSULES 
AP’s VW hope alive 


ERMAN automaker Volkswagen 

AG has said India remains pretty 
much on the radar despite the dam- 
age done by the fraudulent dealings 
of its former Indian project head Hel- 
muth Schuster. Last week, Volkswa- 
gen's special envoy Frank Elbe (for- 
mer German ambassador to India) 
met Andhra Pradesh chief minister 
Y.S. Rajasekhara Reddy and assured 
him of Volkswagen’s continuing in- 
terest in setting up a plant in AP A fi- 
nal decision, however, will be taken 
after the investigations into Schus- 
ter’s wrongdoings are completed. 
Elbe has also invited an official team 
to come to Germany to take the dis- 
cussions forward. LI 


Unocal: CNOOC out 


HINA National Offshore Oil Cor- 

poration (CNOOC) abandoned its 
$18.5-billion all cash offer to ac- 
quire US oil and gas producer Uno- 
cal Corp in the face of stiff political 
opposition. This ends a takeover 
battle that had emerged as a flash- 
point for Sino-American ties with 
some members of the US Congress 
right from day one opposed to the 
deal. But, the bigger issue it raises is 
how the US, which is a proponent of 
opening up the economies of devel- 
oping countries, draws the line when 
it relates to opening up its markets 
to international investors. LI 
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WO chief ministers, the 

Union power minister, 

sundry bureaucrats and 

ministers, not to mention 
electricity regulators in two states 
and thousands of consumers are all 
baying for its blood. Anil Ambani's 
Reliance Energy (REL) and its distri- 
bution companies are in deep wa- 
tersin Mumbai and Delhi. 

The raps have come thick and 
fast. First it was Delhi chief minis- 
ter Sheila Dikshit who has been 
pulling up REL distribution com- 
panies BSES Rajdhani Power and 
BSES Yamuna Power at public fo- 
rums. She has also sought major 
changes in the administrative set- 
up of the companies. This follows 
complaints from resident welfare 
associations and consumers about poor 
power supplies this summer, inflated 
bills and faulty meters in the areas ser- 
ved by these companies. They together 
have about 1.8 million consumers. 

Dikshit is keen to contain the politi- 


cal fallout and consumer backlash | 


against her power privatisation plan un- 
der which Delhi was split up into three 
distribution areas — the Tata-owned 


New Delhi Power services one segment | 





RELIANCE ENERGY 


Iriple trouble 


— and has made no bones about her 


displeasure with BSES. “We will not | 


spare the distribution companies," she 


has said, and singled out BSES for what | 


she termed 'meter terrorism. 


Delhi chief secretary S. Regunathan | 


followed this up with the warning that 


companies which did not shape up | 
would have to face the wrath of the gov- | 
ernment. The three companies are joint | 


ventures in which the Delhi govern- 


PETROLEUM 


Prices soar, PSUs slide 


LOBAL oil prices have risen to 

over $62 a barrel following jit- 

ters after the death of King 
Fahd of Saudi Arabia on 1 August. His 
successor at the head of the world's 
largest oil exporting country, Crown 
Prince Abdullah, is not expected to 
change the oil policy. In 
fact, he has in effect 
been running the king- 
dom for nearly a decade 
because of King Fahd's 
illness. Still there is 
some worry since the 
new king is himself 83 
years old. 

Among the biggest 
challenges he faces is 
Saudi-born Osama bin 
Laden, the head of ter- 
rorist organisation Al 


REUTERS 








Qaeda. The group started killing people 
in Saudi Arabia nearly two years ago. At 
least 200 people have died in attacks at- 
tributed to the Al Qaeda. Bin Laden has 


| condemned the Saudi leadership for its 


close ties with the US. 

What does all this mean for India? 
Already, because of Left 
opposition to increasing 
petroleum product 
prices to the extent war- 
ranted by global oil 
prices, three of India's 
five Fortune 500 compa- 
nies have slipped into 
the red during the first 
quarter of 2005-06. In- 
dian Oil, India's largest 
company by sales, has 
incurred its first-ever 
loss of Rs 54 crore as op- 
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ment holds 51 per cent equity. 
Butitisin Mumbai that BSES is 
really feeling the heat. The un- 
precedented floods have left parts 
of the city licensed to BSES with- 
out power for as much as 4-7 days, 
and everyone, chief minister Vilas- 
rao Deshmukh downwards, has 
been accusing the company of 
laxity and indifference. With 97 of 
its transformers under several feet 
of water, the company has been 
finding it difficult to restore power 
supplies, and it was an edgy Anil 
Ambani who called a press meet- 
ing to publicly apologise to BSES 
consumers. By Wednesday, sup- 
plies to 2.35 million of its 2.40 mil- 
lion consumers had been resumed. 
There are other worries for the 
REL boss. His transmission plans have 
been stymied by the Central Electricity 
Regulatory Commission, which rejec- 
ted RELs bid for a licence to build and 
operate a network in the western region 
comprising 20 transmission lines and 
13 substations. What it can now hope to 
get — ifits bid is successful — is two seg- 
ments of the western region, while the 
major part would remain with the 
Power Grid Corporation. a 
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posed to a profit of Rs 1,472 crore dur- 
ing the same period last year. The loss 
for Bharat Petroleum has been Rs 431 
crore (Rs 147 crore profit during the 
corresponding period last year), and for 


| IBP Rs 233.97 crore (Rs 8.65 crore loss). 


Meanwhile, in Parliament, Union 
petroleum minister Mani Shankar Ai- 


| yar said the cash loss for the four oil 


, companies was Rs 1,516 crore in July 


alone. IOC suffered a loss of Rs 564 


| crore, HPCL Rs 343 crore, BPCL Rs 425 


crore and IBP Rs 184 crore. This loss is 
there despite the hike in petrol and 
diesel prices on June 21. To blame: the 
under-recovery of the cost of petrol, 


| diesel, PDS kerosene and LPG. 


There is a bigger problem. It would 
be difficult for the oil companies to 


| fund their expansion plans and, there- 
| fore, compete in the global race to se- 





cure the country's energy future. Indian 
companies have struggled to keep up 


| with their Western and Chinese coun- 
| terparts. It willbeeventoughernow. Mi 
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Product 
firms hit 


T $909 million, Oracle's 

acquisition of Mumbai- 

based i-flex Solutions is 

the Indian information 
technology industry’s biggest M&A 
deal till date. The price tag is a big step 
forward for Indian software product 
companies, which have so far lived in 
the shadow of their more glamourous IT 
Services peers. 


Industry experts say this is only the | 


beginning. “For some time now, India 
has been seen as a viable offshore prod- 
uct development base. Several technol- 
ogy multinationals (MNCs) already do 








cutting edge R&D work out of captive 
centres in India,” say experts. Microsoft, 
Texas Instruments and Intel Capital are 
examples. These companies have over 
2,000 engineers each working on core 
R&D out of India. 

While the last two years have seen 
these players build up R&D bases in In- 
dia organically, many of them are prim- 
ing for inorganic growth now. Oracle, it- 


self, is said to be already on the 
prowl for its next buy. Sources say it 
would be looking at a telecom ac- 
quisition next, in line with its global 
focus on strengthening its capabili- 
ties in key verticals like banking, 
telecom and manufacturing. 

The line-up of top-rung Indian 
product firms includes Talisma Cor- 
poration, 3i Infotech, Polaris Soft- 
ware Lab, Ramco Systems and Tally 
Solutions. “The i-flex deal sets a 
precedent for valuations in future 
product deals. While none may at- 
tract the kind of valuation i-flex has, 
it certainly raises the bar,” says a 
Mumbai-based investment banker. 
Oracle is slated to pay $593 million for 
Citigroup's 41 per cent stake in i-flex 
headed by , and $316 mil- 
lion for another 20 per cent through an 
open offer. 

Citi had invested $400,000 in i-flex in 
1992. Its exit could be part of a larger ex- 
ercise by the financial services giant to 
consolidate its investments in India. 
SNIGDHA SENGUPTA 
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PREMIUM BRIEFS 


HONDA MOTORCYCLE & SCOOTER INDIA 
Stooping to conquer? 


HE dispute between Honda Motorcycle & 

Scooter India (HMSI) and its factory workers 

came to an end on 30 July. The MoU with the 
workers is a one-time conditional agreement and 
laden with caveats. Broadly, it entails taking back all 
54 suspended and dismissed workers; revoking the 
written test for confirming trainees; and agreement 
to pay all wages except for the duration of the strike. 

The riders: although the four sacked workers will 

be taken back, they can be placed anywhere, even 
outside the plant. The 50 suspended ones, while at 
work now, may be dismissed if the report of the on- 


going third-party enquiry finds them guilty. The tech- 
nical test qualification has been replaced with an in- 
ternal appraisal system. As for recognising the trade 
union, says HR head Vivek Vishwanath: "There is a 
small formality here. The union must first write us a 
letter seeking recognition which we must then ac- 
cept. But so far, we have received no such letter." 

During the unrest, the company has suffered a 
loss of about Rs 180 crore. Production is currently at 
1,000 units a day and is expected to reach normal 
levels of 2,000 units by 20 August. 

AARTI KOTHARI & SAMAR SRIVASTAVA 
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by omkar goswam 


How VMTs are 






The author is the founder 
of CERG Advisory that 
specialises in corporate 
consulting and economic 
advisory services. He can be 
reached at omkar. 
goswami@cergindia.com. 


The best 
thing for 
corporate 
India post 
liberali- 
sation is 
the rapid 
rise of the 
Vernacular 
Medium 
Types and 
the demise 
of brown 
Sahib 
People 
Like Us 








taking over PLUs 





HEN I joined St Xavier's 
College, Calcutta in 1972, 
life was blissfully simple 
and deeply divided. By and 
large, there were two types 
of students. The large mass comprised boys 
from Bengali-medium schools who had passed 
the entrance exam to secure a seat in college. 





They came from lower-middle class families, | 


travelled by crowded buses and suburban 


trains, spoke and wrote fluent Bengali by habit | 


and idiomatically correct but stilted English by 
necessity, and seriously took notes in folios of 
rough foolscap sheets. They were the VMTs 
(vernacular or bhernacular medium types). 
Then there were a tiny group of PLUs (peo- 
ple like us). “Tuts’ Verghese epitomised the PLU. 
His dad worked for a multinational (MNC); he 
studied in La Martiniere School; was driven to 
and from college; wore tie-and-dye T-shirts and 
frayed Levi's bell-bottoms; knew how to use a 
fork and knife from childhood; probably could- 
nt speak a word of Malayalam but played the 
guitar; knew almost all the Loretto House girls; 
hung out at Flury’s; and planned to hitchhike to 
Europe through Afghanistan, Iran and Turkey. 
There being few jobs going around in the 
1970s, the VMTs could hardly hope to be young 
managers. Those posts were reserved for the 
well-connected, proper PLU chaps. So the 
PLUs knew that if they passed their exams, they 
would get a comfortable job as a probationary 
officer in a tea garden or some MNC. Even those 


who wanted to eschew the corporate world | 


were sure of getting what they wanted by virtue 
of their ‘style’. PLUs could afford to be cool. 
In contrast, it was a relentless slog for the 


VM's. The exceptional ones got scholarships | 


abroad, and flowered in the US. A few lucky 
VMTS also passed the banking exams and got 


selected in public sector banks. For the rest, it | 
was a struggle to get a job and earn enough to | 
add to the family kitty. For the PLUs, the world | 
was their oyster. For the VMTs, it was a place | 


where you had to claw your way to success. 
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starting with the mid-1980s and more so af- 
ter liberalisation, this schism changed in funda- 
mental ways. The first great leveller was the IITs. 
Being a PLU didn't get you into an IIT; doing well 
in the entrance exam did. And once you got in, 
your native intelligence and powers of osmosis 
would make you a far more attractive candidate 
than a 'to the manor born' PLU. By the mid- 
19905, this levelling had spread to the regional 
engineering colleges and other professional 
institutes. Simultaneously, there was a rapid 
growth of the corporate sector and, with it, em- 
ployment opportunities. 

There was also a new burst of young entre- 
preneurs. Starting a new enterprise was no lon- 
ger a domain of businessmens children, nor of 
those who had failed to get a box wallah’s job. It 
became the preferred option for many. 

The change is everywhere. Thirty years ago, 
few dreamt that a lower-middle class boy like 
N.R. Narayana Murthy would be a source of in- 
spiration for India's youth. Thirty years ago, a 
conservative company called ITC would never 
have chosen a VMT like Yogi C. Deveshwar as 
its executive chairman. There would have been 
no bidi-smoking Subhash Chandra running 
Zee, nor Naresh Goyal running Jet. 

The spectacular rise of VMTs has trans- 
formed this country. Spoken words have chan- 
ged; means of communications have changed; 
the body language has changed; advertise- 
ments have changed; messages have changed. 
It is just the beginning. Think of the revolution 
that will occur — and the energy of that churn 
— when successive waves of VMTs occupy 
every little cove of the corporate landscape. 

Think of the new Airtel ads. Today, the guys 
sitting below the paan shop or the chai wallah 
at the barber shop are celebrating their Rs 200 
per month Airtel card. By 2030, their kids will be 
part of the next wave of Indian business. That's 
when PLUS will become truly anachronistic re- 
dundancies. And India will have come of age. 

lam deeply grateful to my friend, Itu Chaud- 

huri, for giving me the ideas for this piece. 
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A trickle of hope 


Tis a diffident start at best. After 

some failed ventures and more 

than a decade of debate on how to 

reform India’s crumbling water 

supplies, three cities in Karnataka 

have taken the plunge and roped 
in the private sector. A management 
contract has just been awarded to the 
French firm Generale des Eaux, the 
global leader in managing water sup- 
plies, to tone up the systems of Hubli- 
Dharwad, Gulbarga and Belgaum and 
provide 24x7 water supply. 

Delhi, too, is following suit and ten- 
der documents are being finalised for 
awarding a management contract for 
24x7 water supply to two zones in south 
Delhi by December 2005. 

Small as these steps might seem, 
they mark a significant leap in India’s ef- 
forts to find a model for reforms that 
would allow governments to clean up 

water supply systems without 
political repercussions. After 
toying with different models — 
such as build-own-operate- 
transfer (BOOT) and the inter- 
nationally favoured route of 
concessions — the country 


f 
f 











i 
| 
| 
i 
| 


Some states have cautiously begun 
water reforms. And others are watching 
their progress closely. By samar Srivastava 


appears to have plumped for manage- 
ment contracts as the most suitable op- 
tion. This is decidedly less controversial 
because the ownership of the systems 
would still vest with the government. 
The Karnataka agreements, signed 
in March as part of the Karnataka Urban 
Water Sector Improvement Project 
(Kuwasip), cover 35,000 connections in 
three cities. Both the Karnataka and 
Delhi projects are funded by the World 
Bank and are being watched closely, 
However, the Delhi initiative is being es- 
pecially watched as it has already in- 
vited criticism from voluntary organisa- 
tions who claim that tariffs will shoot up. 
Reforms have become urgent for 
cities. The increasing dissatisfaction 
with the Delhi Jal Board (DJB) peaked 
this summer with riots in several parts 
of the city over lack of supplies. The 
irony is that the DJB claims it has 
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enough supplies — 650 million gallons 
per day — to meet the requirements of 
the city. So where does the problem lie? 
An exasperated Rakesh Mohan, CEO of 
the Delhi Jal Board, says: “I have no list of 
my assets, what my non-revenue water 
(NRW) is, the quantity of water being 
supplied to each zone. I am trying to 
manage a system that’s collapsing un- 
der the weight of its own inefficiency.” 
Underlying these problems is the 
political interference that utilities are 
subject to. As Mohan emphasises: “The 
political sensitivity of water is far higher 
than anything else, even power.” 
Officials, therefore, have tended to 
tread cautiously. The caution is war- 
ranted, as other water experiments 
across the world have failed. Several 
models have been tried (see ‘The Global 
Experience’), the most successful of 
these being the service contract and 


DELHI 











management contract models. While 
private parties are entrusted with the re- 
sponsibility of managing the system in 
exchange for a fixed management fee 
(in addition to incentives for higher per- 
formance levels) all operational and 
capital expenditure is borne by the gov- 
ernment. Crucially, the power to set tar- 
iffs is retained by the government to en- 
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sure that the rates do not hit the poor. 
How is a contract made? Once the 
bidders are selected, existing water sys- 
tems in the area are mapped, since all 
water utilities in India suffer from in- 
complete information about their infra- 
structure. After mapping, proposals are 
made on how to strengthen the existing 
infrastructure. The most important 
piece, though, is installing 
meters at inlets to the vari- 
ous zones in orderto iden- 
tify the amount of water 
being consumed. Promod 
Mitroo, director, Veolia 
Water India, relates an in- 
teresting story on the im- 
portance of carrying out 
these surveys. "In Chen- 
ai," he says, "we found 
that a pressure ball had 
detached itself from the 
reservoir and clogged the 
pipe 10 kilometres down, 
significantly reducing 
pressure to the lower in- 
come group houses. The 
local engineers had no 
clue till we used pressure 
gauges to pinpoint and 
rectify the problem.” Only 
after the survey are pro- 
posals for capital invest- 
ments made and vetted. 
The Delhi and Kar- 





































Almost 50 per cent of 
Delhi Jal Board water is 
unaccounted for due to 
leakages and theft 


SANJAY SAKARIA 
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nataka experiments both aim for a 24x 7 
water supply. This, however, has raised 
hackles among NGOs and activists who 
believe that the whole idea of 24x7 water 
is an elitist notion. Says Arvind Kejriwal 
of Parivartan, an NGO: "Our research 
has shown that private involvement the 
world over has led to a rise in tariffs. And 
the poor, unable to afford these tariffs, 
have had their access to water cut off." 

But Oscar Alvarado, the World Bank's 
task team leader for the Karnataka pro- 
ject, rejects this argument. “People in In- 
dia seem to think that 24-hour supply is 
a strangely fantastical notion. | come 
from Bogota [in Columbia], a country 
mired in Third World conditions, and 
yet we have 24x7 water supply. The taps 
never run dry unless there is major re- 
pair work being done. There are several 
cities in South America and Africa that 
receive 24x7 water supply." 

Worldwide studies have shown that 
an individual needs between 125 and 
150 litres of water per day. Most Indian 
cities (Chennai being a notable excep- 
tion) have a per capita availability of 
water in excess of this. Yet water avail- 
ability is restricted to a few hours a day. 
Why? The answer is simple. Most of the 
water is kept in storage devices (the wa- 
ter tank on the terrace, the jerry can in 
the toilet), rather than being left in the 
system. 24x7 envisages supplying water 
round the clock so that people will gain 
confidence and no longer feel the need 
to store water. 

There have been some success sto- 
ries in India which experts believe will 
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encourage the authorities to seek pri- 
vate-public partnerships; Jamshedpur 
is one. A two-year management con- 
tract between Tata Steel's Town Division 
(now Jusco) and Veolia Water (formerly 
Vivendi Water of France) was signed in 


` June 2003. For a fixed fee, Veolia agreed 


ee to reduce wastage. Satisfied with the ex- 





perience, both parties entered into a 
joint venture to scout for opportunities 
in the Indian market. 

Does all this mean that the situation 
will change greatly? Not really, say ex- 
perts. They warn that several issues 
could trip up the reform process. The 


- most critical issue is the water tariff. The 
< world over, this has been an explosive is- 
sue and is the primary reason why pri- 


. vatisation efforts have failed. 


India's National Water Policy 2002 


makes clear the governments intent to 


charge for water. "The charges should 
be fixed in such a way that they cover at 
least the operation and maintenance 
charges for providing the service ini- 
tially and a part of the capital costs sub- 
sequently,” it states. That would clearly 
price water out of the reach of the poor. 
It costs about Rs 9 per kilolitre (kl) to 
supply water in Delhi. If the capital costs 
and interest costs are added, the figure 
would balloon to Rs 33. 

However, volume-based pricing 
could offer a way out. Kejriwal says 30 kl 
a month is what an average family 


.needs. At this level, water charges 


should be minimal, say, Re 1 or Rs 2 per 
litre (cross subsidised by commercial 
and industrial users). After this point, 
full costs would be recovered. 

Time and again, studies have shown 
that the poor are more than willing to 


, pay for regular supplies, since erratic 





: ‘water supply greatly increases their cop- 





ing costs. The rich and middle classes 
would see an increase in their current 
bills, but officials think these can easily 
be absorbed. At the end of this spectrum 
are industrial water users, who are will- 
ing to pay more for a regular supply. For 
instance, textile manufacturers in 
Tirupur, Tamil Nadu, pay Rs 45 per kl for 
water from a succesful project there. | 

There is also the problem of provid- 
ing water to slums and unauthorised 
colonies. It is almost impossible for - 
these unauthorised tenements to ac- 
cess water, as the water utilities have no 
formal networks there. Getting a con- 
nection legally is also near impossible as 
there is no clear title to their property. In 
these areas, access to water is through 
community connections and other 
informal sources. 

So far, planners have failed to offer a 
robust response to this problem. in 
Delhi, they have proposed providing 
group metered connections where 4-5 
households would be provided one tap 





and a common bill. Experts point out E 


this is a sure recipe for conflict. DIB offi- 


cials say they plan to involve NGOs and D 


resident associations to overcome the 
last mile access problems in slums. 

Another issue that needs to be ad- 
dressed is the lack of regulation. 
Rumjhum Chatterjee, who heads the 
capacity building division at Feedback 
Ventures, an infrastructure consultancy, 
says: "There is little or no talk ofhavinga 
regulator. Relying solely on the contract 
to resolve disputes is not the best way to 
go about reforms." 

Successful runs in Delhi and Kar- 
nataka would create a ground swell 
of public opinion in favour of reforms 
in other cities. Failure would mean 
continued thirst. m 
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N August 1995, Lakshmi Mittal and his team met in 
Hamburg, Germany, to discuss his group's future. 
Those days, his companies made around 5 million 
tonnes of steel. Though the world hadn't yet taken 
notice of this Marwari from Kolkata, the previous 
year had been good for him. He had picked up Sid- 
bec-Dosco in Canada, Hamburger Stahlwerke in 
Germany, and finally bought Iron & Steel Company at 
Trinidad & Tobago after having run it on lease for five 
years. Moreover, some would say that Mittal was now free 
to pursue his own agenda after he and his brothers 
Pramod and Vinod formally parted ways that year. 
The meeting, to coincide with Hamburger Stahlw- 
erke's 25th anniversary, was to discuss what the group 
should do next. Bikham Agarwal, executive vice-presi- 
dent (finance) at Mittal Steel and one of Mittal's close 
band of executives since 1973, says a lot of the discussion 
revolved around steel making capacity. Some felt the 
group should shoot for doubling capacity. “Others said, ‘If 
we dream, let us dream well. Why not 20 million?’,” remi- 
nisces Agarwal. Finally, consensus was built around a 10 
million tonne figure and a presence in a CIS country. “We 
were still very conservative. We did not want to overshoot, 
or make a plan which we could not fulfil,” says Agarwal. 
Today, this seems almost anachronistic. In the inter- 
vening decade, Mittal’s steel business has grown an aston- 
ishing 12-fold. With roughly 60 million tonnes of steel ca- 
pacity, the $31-billion Mittal Steel is the world's largest 
steel maker, many slabs ahead of the second largest, 
Arcelor, which makes 47 million tonnes. Mittal's is the 
largest steel empire the world has ever seen. However, the 
question of what to do next still remains relevant. 
If size and gaining respectability were the primary objectives till recently for Mit- 
tal, the focus has now shifted to a higher plane of influencing thought and behaviour 
in steel. While the quest for growth will continue, the underlying objective is to 
demonstrate how to do things differently. Read that as an endeavour to mainly im- 
prove shareholder returns in steel, which have historically been poor. This would 
entail changing how the whole industry thinks, rework its relationships with clients 
essentially, the whole gamut. Mittal and his band of steel makers, many of who 
have been with him for over a decade, see themselves as showing a new way in steel, 
not exactly as messiahs — since that would imply a sense of saving the industr y, 
though some would say that’s exactly what they are doing — but more as anchors 
who are holding together an industry somev what adrift. 








ITTAL walks into the room, darts to one corner to pick up a bottle of Evian, 

darts back, sits down, and then begins talking steel. In shirtsleeves and a 
bluish grey Gucci tie flipped along one side, Mittal exudes few airs. He could be just 
another businessman, not one ofthe richest people in the world. The English is un- 
accented, the manner direct. “The next agenda for us is to think about the industry, 
not the company alone.” He describes his business model (more of that later) for 
steel. “There are numerous benefits of this new model; it can bring confidence to all 
stakeholders — suppliers, customers, employees, society, and the state.” 

Mittal may be steel's biggest potentate, the ‘Carnegie from Calcutta’ as the inter- 
national media calls him, but he is very vocal about the problems that have beset 
steel. "Today, my investors haven't shown lot of interest in holding steel stocks. Be- 
cause the industry hasn't performed, it hasn't delivered. We have to change this per- 
ception,” he says, constantly running his hand through his hair. At seminars, Mittal 
Steel presentations carry the message that the fault of the industry lies within and 
that it must think very differently to prosper. 
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strength and permanence, as a business 
it has been flaky. Steel companies are 
notoriously susceptible to commodity 
cycles, far more than other commodi- 
ties. This explains why so many go belly 
up so often. In 2000-01, there were more 
than 35 bankruptcies in the US alone. 
They have little pricing power with cus- 
tomers and fail to attract the best talent. 
Of all the primary materials (energy, pa- 
per, aluminium, mining, etc.), the steel 
business has structurally been the 
worst: poorly managed, fragmented, 
and protected by subsidies and tariffs. 

The lower multiples of the steel in- 
dustry (3-4 times earnings) compared to 
other commodities like aluminium (7-8 
times) or mining (7-8 times) is a good 
example of how investors perceive steel. 
Through much of the 1990s, returns on 
investment capital for steel companies 
were less than the cost of capital. In- 
vestors have typically paid a little over 
book value for steel shares at the begin- 
ning of a cycle, and applied huge dis- 
counts at the bottom of it. 

The irony is that someone who was 
just a fringe player till a decade ago is 
now changing an industry that is over 
a century old. Mittal’s newfound clout 
has as much to do with the size of his 
empire, as it has to do with his ap- 
proach. “There are basically two vision- 
aries in steel today, Lakshmi Mittal and 
Guy Dollé (Arcelor CEO),” says a Lon- 


Though steel conjures images of 
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: ‘The next 
agenda for us is to think 
about the industry, not the 
company alone.’ 

ENS 
because of better knowl- 
edge that we can turn 
around a steel plant faster 
and better today.’ 

: "Let's 
control supply. It’s not time 
to fight for the last penny.’ 
























don-based steel analyst. 

The main plank of Mittal’s thinking 
has to do with scale and consolidation. 
He argues that steel companies individ- 
ually don't operate on a significant scale 
and the concentration of capacity with 
the top players is modest compared to 
other mature industries. Also, steel com- 
panies have been focused on volumes, 
not profitability, for far too long. 

There are close to 1,000 companies 
that make around a billion tonnes of the 
metal. Over 900 of them have less than 
2 million tonnes of capacity in an era 


where 3 million-5 million tonnes are | 


seen as somewhat viable. One com- 
monly cited reason for this fragmenta- 


tion is that most nations see steel as the | 


main symbol of industrial might. So, 
governments set up state-owned, sub- 
sidy-laden steel companies and per- 
suade local entrepreneurs to put up 
their own. This leads to highly ineffi- 
cient capacities. 

Now, everyone knows how fragmen- 
tation has hurt the industry and under- 
stands the economic rationale of con- 
solidation. But, Mittal's uniqueness lies 
in the fact that he was the first to do 
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something about it. It is not exactly clear 
why there was never a global steel com- 
pany before Mittal appeared on the 
scene. At best, there were regional 
satrapies (US Steel, ThyssenKrupp, Nip- 
pon Steel, etc.). One reason could be 
that engineers, who rarely have been 
business savvy, have traditionally run 
steel companies. Another could be that 
around the time Mittal began his acqui- 
sitions, the steel companies were bat- 
tling a prolonged slowdown. If world 
crude steel production had grown 5 per 
cent year on year between 1950 and 
1970, mainly on the back of a post-war 
boom, from 1970 till early 2000, growth 
had tapered to around 2 per cent. In 
some years, it fell to levels lower than the 
previous years' as some inefficient ca- 
pacities collapsed. 

Free from the notoriously inward- 
looking mindset of steel companies, 


| Mittal, the outsider, read the industry 





















differently. Malay Mukherjee, chief op- 
erating officer at Mittal Steel, says Mittal 
thought that if iron ore can move 
around the world, why cant steel? If 
grain can move around, then why not 
.. steel? To Mittal, there were no two ways 
ui that steel was a global industry. 
—'- He also saw opportunity where oth- 
| a saw risk. Like in the Communist-era 
rust buckets he bought, which almost 
everyone else had passed over. Last year, 
before he bought the International Steel 
Group (ISG) in the US, almost 75 per 
. cent of Mittal's 40-million-tonne capac- 
e y ity pani from stan E 






x when volume ie output fell 0.5 per cent 


mE annually, Mittal grew 60 per cent. Over 


the next half a decade, Mittal's com- 
pounded growth was at 29 per cent 
compared to the industry's 2.14 per 
cent. Then, between 2000 and 2004, 
when the industry grew 5.17 per cent, 
Mittal grew at 68 per cent. 

Most of what Mittal did was oppor- 
tunistic. Every time a privatisation hap- 
pened, Mittal's teams did their best to 
—.. grab the company. In some cases like 

<o Slovakia, they lost (to US Steel); but by 
e and large, they won. Yet, it was never 
mindless opportunism. Mittal Steel has 
picked up only one in four offers. Mittal 
is also the first to admit that he didn't 


3 = start out thinking that one day he would 
< be the world’s biggest. But, as son and 


president Aditya says: “We saw this op- 
portunity because we did believe in 
consolidation and globalisation. We be- 
lieve that globalisation allows you to 
visit countries.” 

Through all this, Mittal's strategy was 
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nicely falling into place. Karmet (Kaza- 
khstan) gives him easy access to China, 
Sidex (Romania) near the Black Sea is 
well positioned to feed both Eastern and 
Western Europe, and so on. He was frus- 
trated by lack of capital to participate in 
the first round of consolidation in the US 
when ISG was formed by the mergers of 
companies like LIV, Acme Steel, and 
Bethlehem Steel. But when ISG came up 
for grabs last year, he picked it up, 
merged it with Inland, an earlier US ac- 
quisition, and emerged as the largest 
steel company in the US. 

Few others understood this. “Arcelor 
was the largest company in Europe. Pol- 
ish and Czech industries were being pri- 
vatised, economies that were going to 
enter their market (EU) in less than 18 
months. Yet, they (Arcelor) did not bid,” 
says Aditya. Mittal states it differently: 
“Perhaps they (companies that did not 
bid) did not believe that those compa- 
nies and those economies would see 
faster growth. Perhaps they did not be- 
lieve that they could really turn around." 
Mittal did. And in the past decade, he 
took his share of global capacity from 
0.75 per cent to 6 per cent. 


T is easy to argue that in consolida- 
.tion, Mittal is making a virtue of his 
own strategy of aggregating second- 
hand capacity. After all, when Mittal be- 
gan, not everyone was sure of his mo- 
tive. “A lot of us thought that he was 
driven by a need to create private 
wealth. But now we see he is serious 
about steel,” says Duncan Pell, director 
of Corus, Britain's largest steel company. 
Today others have also begun echo- 
ing Mittal's views. While it would be in- 





correct to say that the consolidation is 
happening only because of Mittal, it's 
equally true that Mittal's success has 
convinced all players about its merits. At _ 
any rate, Mittal has redefined the idea of 
scale. In the late 1990s, a 20 million 
tonne capacity was seen as a bench- 
mark of scale in the industry. By 2003, 
the figure was 50 million. And today, 
with Mittal at60 million tonnes, 100 mil- 
lion tonnes is the new benchmark. 
Even China, which had so far turned 
ablind eyeon its fragmented capacities, 
has emerged as an advocate of consoli- 
dation. China BaoSteel, the country's 
largest player, with a 10 million tonne 


| capacity, is talking of making it 50 mil- 


lion tonnes. Much of that will come 
from some consolidation among 200 ~ 
companies (some say the number is 
higher). Jia Liangqun, analyst at Mys- 
teel.com, a Shanghai-based portal, says 
that Mittal is seen in China as the “new 
steel giant", and that people there ad- 
mire his strategies. 

Today, the top 10 players control ap- 
proximately 30 per cent of the world's 
capacity; 10 years back, the level was at a 
mere 14 per cent. Mittal is, of course, the 
first to say that more of it needs to hap- 
pen. The top 10 auto players control 95 
per cent of the market. The top three 
iron ore companies feed 75 per cent of 
all demand. 





In a commodity busi- 57 550 
ness, the virtues of scale BH Steel 
are well known. Mittal (Bosnia), 
Steel's operating ratios (Macedonia). 
show that, thanks to scale ISG.(US}, 
benefits across areas like PHS (Pol and 


purchasing, marketing, 
capital expenditure and 





18,675 7,451 
Side ae 
(Romania) Nova Hut 
1 $, 853 Annaba : ed 
9, 651 Unrnetal de 24, 626 | eputc 
Karmet JSC 10,532 13, 563 (France) 20, 304 soor (S. , 
2032 (Kazakhstan), Thyssen Inland Afica)*" | 
Sidbec- Hamburger Duisburg Steel 
Dosco Stahlwerke 8, 343 (Germany) (US) 


(Canada) (Germany) is. 


"———— [DRE LM CR c o cO DI 


ISES ACQUISITION HISTORY 
2003 2008 


| LTV, Acme! Stee! Bethlehem Steel 


_ Weirton Steel, ‘Georgetown Steel, Trini ad 


* Acquisition of 37.17% cleared by the Chinese govern 
** Strategic equity partnership in 2001; majority stake taken in 2C 


BUSINESSWORLD 33 15 AUGUST 2005 


Shipment figures in thousand t 





























arket E E But Mittal M 
at consolidation leads to an even more 
esirable benefit: it reduces excessive 
rice volatility, and offers value through 
ycles. - 
- The way the steel industry works is 
hen prices start rising, customers be- 
nhoarding leading to higher invento- 
ries. That lowers buying from steel mak- 
ers, even though the actual, final 
demand ofsteel doesn't fall. Now, the big 
| problem is that every time the buying 
| drops, companies respond by cutting 
| prices, leading to what Mukherjee de- 
. scribes as a “race to the bottom". Ideally, 











B the response should be cutting capacity, | 
|, perative is to rework the cost structure. 


-sò that supply falls in line with demand. 
| The normal inventory is around two 
and a half months of production. 
“When it goes to three and a half 
| months and people are still asking for 
material, squeeze the cycle a little bit 
and cut your production,” says Mukher- 
| jee. "Control supply. This is not the time 
- tolookfor the last penny." 

.— -Todo that, companies needa critical 
| mass that enables them to survive with 
-the cutbacks. "Suppose you have one 
! blastfurnace. Howcan you shut it? But if 
| Thave 20 blast furnaces, maybe can put 
| down two,” adds Mukherjee. Also, a 
. more global capacity allows a company 
_ to spot how demand is moving early on 
- ánd respond specifically to local supply- 
"demand patterns. 
| Some would argue that the current 
experience of the steel industry is a vin- 
¿dication of what Mittal has been saying. 


| From early this year, steel prices have | 
begun softening, thanks to high inven- | 


tory build-ups, estimated at 100 days’ 
| production or slightly less. But instead 
- of slashing prices, steel majors have re- 
| sponded by cutting capacity (usually by 
advancing maintenance outages) to the 
xtent of an estimated 25 million 
onnes, mostly in North America and 
arope. Had this not been the case, the 
fices would possibly have dropped 
ven further. Ata seminar in NewYork in 
June, Mittal called this a “rational, mar- 
ket-oriented reaction, and one which 
we had not seen five years ago". 
— Mittal is realistic enough to know 
| that cyclicality cannot be removed en- 
| tirely. The idea is to reduce its impact. 
| Mukherjee says that if the period be- 
| tween the peaks and the troughs are 
| drawn out to 5-7 years instead of the 1-2 














| returns, fixed costs asa percent- 


years as today, and the price difference 
| between the peaks and lows is around 7 
per cent, instead of the 30 per cent or 
more today, Mittal Steel would be happy. 

Of course, much depends on a uni- 
fied response from steel companies. 
Even if a few major players break rank 
and begin cutting prices, the whole 
arrangement could fail. But given that 


all companies would benefit, this could | cation, says that Mittal's thinking is in- 


increasingly be a preferred response to 
inventory build-ups in the future. 
However, as Mukherjee says, the in- 
tent of cutting back isn't enough; com- 
panies should be in a position to do so. 
And while size does help, the other im- 


Essentially, by minimising fixed costs as 
a percentage of overall costs to allow 
greater flexibility in cutting output. 

In any steel company, the main fixed 
costs are labour (salaries), their benefit 
schemes (insurance, pension, etc.), fi- 
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nancial costs, contracts to buy a fixed | 


amount of goods (gas), and 
maintenance of assets (blast 
furnace repair, etc.). Given that 
steel companies used to focus 
almost entirely on throughputs 
and not efficiencies or financial 


age of total costs were high, say, 
at 25 per cent. 

Mittal has attacked this too. 
In his outfits, through a mix of 
innovative labour practices, 
smart maintenance of assets, 
etc., Mittal is trying to reduce 
fixed costs. Given that all his op- 
erations are on second-hand plants, this 


is easier said than done. Mukherjee | 
says: “We believe that doing part of it | 
Baan, now CEO of Mittal Steel Europe, « 


carries far more credibility than only 


saying so.” Five years back, the average | 
fixed costs were at 28 per cent of total | 
costs across all operations. Today, it's | 
down to 20 per cent, though in some | 
places like Mexico it's as low as 8 per | 
cent. And that’s the benchmark the | 
| Hoogovens, one that took time stabilis- 
| ing. Pell understands pretty well what 


whole group is working towards. Of 
course, Mittal would like it to be zero, 
says Mukherjee. 


FTER a few meetings with Mittal 

X Steel executives, you begin to won- 
der why nobody has thought of this be- 
fore — not in parts, but as a whole. You 
ask experts whether Mittal Steel's way is 
indeed as different or pioneering as it is 
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made out to be. And you end up discov- _ 
ering that Mittal has many admirers, 
whether they admit it on record or pri- 
vately. Many dislike the fact that the fam- 
ily controls 88 per cent of Mittal Steel, a 
contentious issue Aditya says he is ad- 
dressing, but they admire his approach. 
Robert Jones, the steel editor at 
Metal Bulletin, a respected trade publi- 


deed different in an industry that has 
been notoriously inward looking. 
“When he went to Kazakhstan, | 
thought either he was nuts, or saw 
things very differently,” says he. 

.. Coruss Pell says that while the City 
may not buy much of his stock, they like 
his methods: global, entrepreneurial 
and low-cost. “He always surprises you. 
When he was buying privatised assets, 
we thought here was a pattern. And then 
he picked up ISG. And when everyone 
thought his approach was acquisitions- 
led, comes the news that he will set up a 


Operating profit/ton, 2004 
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PROFITABILITY: 


* Mittal Steel acquisitions are for 2004 and are: pro forma for ISG 
** Nippon Steel profitability based on steel making and fabrication 
segments, for the financial year ending 31 Mar 2005 


greenfield operation in India." — 
Pell goes on to describe Mittal’s hir- 
ing of Roeland Baan as a *masterstroke". 


comes from Shell. Pell says Baan could 
do wonders for Mittal since he doesn't 
carry any "steel industry baggage" Pell's 
comments are instructive because 
Corus was born of a 1999 merger be- 
tween British Steel and Koninklijke 


| Mittal is trying to do. 
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So what, after all, is Mittal's X-factor? 

His son says it's tenacity and entre- 
preneurship. Some of his employees say 
its his relentless focus on profitability. In 
2003, while reviewing Sidbeck's opera- 
tion, Mittal noticed that the figures were 
good and consistent. Yet, he pulled up 











the management because he thought | 
they had become too complacent. 
: To an outsider, Mittal’s X-factor 
seems to be a combination of traits, 
oe starting with a very inquisitive mind. 
‘Somewhere during the interview, the 
mversation shifts to Kolkata, Mittal's 
hometown. He says he watched Pari- 
neeta, the latest Vidhu Vinod Chopra 
m, set in Kolkata, the day before. The 
-... dialogue shifts back to steel. He sud- 
—— denly interrupts you midstream: what 
does Parineeta mean, he asks. 
| Think of unleashing a darting mind 
. like this on 19 acquisitions in far-flung 
. countries — among steel CEOs, Mittal's 
yerience has been the most diverse — 
andi imagine the kind of knowledge Mit- 
: tal would have stored away from all that 
.. experience. Now combine all this with a 
- . Marwari instinct for business and a 
hunger to excel, and you understand 
where Mittal is coming from. 
Aditya puts it all down to knowledge. 
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"In terms of knowledge, if Hook at the | 


. price of hot rolled coil being sold by Ro- 
<. Mania into a market, I can tell you from 


; e manager. That is knowledge. 
_ Thatis why we are more successful than 
< the others in turning around a facility.” 


The earlier turnarounds, like Inland 


Steel (Chicago, US) and Karmet (Kaza- | 
khstan) took four years. The latter ones | 


_ like Polksi Huty Stali (Poland) and Nova | 
. . Hut (Czech Republic) took six months. 


TILL, for Mittal, much ofthetasklies | 
ahead. One of the challenges will be | | 
| tonne steel company to work smoothly, | 


. to negotiate better contracts with cus- 


tomers, especially automobile compa- | 


nies. It's an odd relationship. Auto ma- 





my knowledge it is $3 lower, what's | 
ing with the price, and what's wrong | 


saunen ninan nnna A AE A aA A A e A PERTERRITI PEAY at E EE 


40 
^h 


i 
i 
3 
1 
| 
i 
t 
| 
i 
f 
Í 
] 
| 
| 
i 
| 
j 
| 
| 
; 
; 


jors account for a sizeable share of steel | 





demand, typically in developed markets 
like the US and Western Europe, and es- 
pecially for value-added steel. 

Yet, steel companies hate Motown. 
Because of the bad years (and in steel, 
most of the past 35-odd years have been 
bad) automobile companies have come 


to expect real price declines year on 


year. “They kick us like a football. Every 


————————ÉÉÁÓ T E 


year they want a price reduction. They | 


dont want to know that my costs have | 
| sellers have more choices, will consoli- 


gone up,” says Agarwal indignantly. 
“Can I kick Rio Tinto around?” he asks. 
Some of that is changing. Though 


steel is still fragmented, the levels ofcon- | 
solidation are higher in the developed | 


markets. In the late 1990s, the top four | 
players in the US accounted for 50 per | 
cent of steel sheet capacity. After Mittal’s — 


buyout of ISG, it has increased to over 70 _ 
_ ders, including heavyweights like Sever- 


per cent. So pricing power is returning. 


But as Mukherjee articulates it, the long- | 


term goal would be to become preferred 
suppliers to big auto makers globally, de- 
velop standard protecols, and 
do R&D together. But that's still 
some time away. 

The larger issue for Mittal is 
how much more consolida- 
tion can happen. How large 
cana steel company be? Mittal 
says there is still a long way to 
go. He would like to see the top 
companies control at least 40 
4. percent of the business. That 
- . would mean having a few 100- 

million-tonne steel compa- 
nies. Is that possible? 
The jury is out on that. The 
problem is the span of control. That's an 
issue Mittal himself is grappling with. 
Some of his executives say they see far 
less of him these days than they did in 
the past. In a Mittal kind of set-up, 
where the entrepreneur determines the 
risk appetite and strategic direction, 
this is risky. Mittal says he expects all his 
CEOs to think like entrepreneurs — like 
Lakshmi Mittal, "Whenever we select 
CEOs, we spend a lot of time aligning 
him with our strategies. We may not be 
meeting them personally every month, 


_ hopeintheindustry. Steel believes there 


or every two months, but we are in reg- - 


ular contact." 


Some add that for a 100-million- | 


itshould resemble Mittal Steel organisa- | 


| tionally. One of the reasons for its suc- 


cess is its decentralised structure. The | 
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head office in London is small, with. 
around 35 people who set strategic di- 
rection, while the plants are given oper- 
ational freedom. Old steel companies 
have suffered from a heavy middle layer 
of head office bureaucracy. 

Again, while consolidation has 
surely happened, it has happened after 
a prolonged slowdown. It hasn't hap- 
pened for the sake of consolidation. So, . 
if the overall cyclicality improves, and 





dation continue? Nobody knows. 

Then theres the question of prices 
Mittal bought when prices were low and. 
not too many companies were in the 
hunt Now, that may change. The 
Erdemir privatisation in Turkey, the 
biggest steel privatisation currently, isa 
good example of that. There are 13 bid- 








stal, Arcelor, Corus and Mittal Steel. — — 
Mittal executives admit that costs of | 
acquisition will rise in the future. 5o will. 
buying existing capacity still be a good. 
idea? If companies think it's not, and. 
choose to grow organically, the scale is- 
sue may get addressed, but fragmenta- 
tion will stay. i 
Then, the success of Mittal’s whole 
hypothesis depends on how a rangeof 
disparate factors — relationship witho 
customers, cyclicality, production cut- 
backs, unity among steel makers, etc. — 
work in sync, Currently, thereareindica- ` 
tions that demand in Europe is falling... 
According to reports, many other pro : 
ducers have cut prices, something Mit 
tal is refusing to do. He has taken a prin- 
cipled stand and believes that given his- 
size, he can take the hit. m 
Nobody believes that things will. 
change overnight. In fact, Mittal Steel's- 
guidance for the second quarter of 2005. 
shows that the company is expecting 
operating income to be lower by $25-35.- 
per ton due to lower shipments and — 
higher input costs. : 
But, on the longer term, theres hope | 
that the industry will change. The rosy 
numbers of 2004 have put some new 


is no better time to clean up its act. 
Mittal says the new generation of 
management is different because they 
have seen how the industry has suffered. 
"Thev arent volume-oriented anymore, 
Thev are looking more for profits." 
All he needs to do is inspire them. @ 
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^ Why Jhar be 
could be the next 


AKSHMI Mittal has been con- 
spicuous by his absence from In- 


dot on Mittal 


dia so far. A theory that did the | 


rounds was that there was an un- 

derstanding in the family that 
Mittal would focus on opportunities 
abroad, while younger brothers Pramod 
and Vinod would operate from here. And 
that prevented the elder Mittal from en- 
tering India. He agrees that there was in- 
deed an understanding among them. 
He says: “They separated their business. 
They wanted to be in India, I wanted to 


go international.” But this never stood in | 


the way of him setting up his own capac- 
ity here, had he wanted. 

Mittal never invested in India simply 
because it didn't fit his business plan. 
His empire grew through acquisitions. 
And there was nothing here that inter- 
ested him — that is, nothing except the 
Steel Authority of India (SAIL). 

But for the past 18-odd months, Mit- 
tal has been looking at India with a re- 
newed interest. It's part of his strategic 
focus on Brazil, Russia, India and China. 
Mittal Steel believes these four econo- 
mies could account for 790 million 


tonnes to 1.2 billion tonnes of demand | 


by 2030. Among these countries, China 
and India are expected to account for 
most ofthe demand. 

With no acquisition opportunity — 
SAIL has never been on sale — Mittal 
broke with usual practice and decided 
to set up his first greenfield venture. 

Once the decision was taken, the 


Steel’s global map. 
By D.N. Mukerjea 





talks with the Jharkhand government in | 


May 2005. Some members of the team, 
including director (continuous im- 
provement) Bill Scotting, a metallurgist 
by education, made a number of sorties 
to the state in June. By the end of the 
month, the team shortlisted three possi- 
ble sites. By July, Mittal had met steel 
minister Ram Vilas Paswan in Delhi. 
Mittal's interest in India goes beyond 
mere market presence. It's also about 
Ore, a scarce resource. India has the 
world's fourth highest reserves of high- 
grade iron ore, and Jharkhand has the 
country's second highest reserves. Mit- 
tal Steel is hoping to mine 30 million - 45 
million tonnes of the ore annually from 
the state. Some ofit will be for steel mak- 
ing here, and the rest will be exported. 
The numbers haven't been sealed 
yet. The dealis currently being drafted 
by Mittal's M&A team, which is headed 
by his son Aditya. Jharkhand chief min- 
ister Arjun Munda is expected to meet 
Mittal in London sometime soon. 
Mittal has always been a votary of 
strong backward integration. If the deal 
goes through, the new ore supply will 


Mittal Average of Average of 
top global top global 
producers producers 





13% 42% BE 1% 


Mittal team moved quickly. It began | 


1. The top producers counted here exclude Mittal Steel 
and Nucor, and include Arcelor, Nippon Steel, JFE, 
Posco, Baosteel, Corus, US Steel and ThyssenKrupp 

2. Mittal Steel figures exclude the impact of the ISG buy 


Source: Mittal Steel | 
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add to Mittal Steel's existing 30 million 
tonnes of captive capacity, enhancing 
the company's backward integration 
(see ‘Raw Materials Integration’), which 
is already higher than most competitors’ 

Mittal Steel has also trounced com- 
petition on another major battleground 
— China. The authorities there have just 
approved Mittal’s 37 per cent stake in 
the 7.7-million-tonne Hunan Valin Steel 
Tube & Wire. "It's the first time a foreign 
steel company has been allowed to par- 
ticipate at the holding company level,” 
says Mittal. In contrast, Arcelor's bid to 
enter the country has fallen through. 
According to reports, the world's num- 
ber two steel maker had been negotiat- 
ing with Qingdao Steel and Laiwu Iron & 
Steel, but the deals didn't materialise. 
Given that China has recently adopted a 
protectionist steel policy, other such 
deals seem uncertain. 

Though Mittal has entered China 
just in time, it will be impossible for him 
to own Hunan Valin completely. "He will 
not be able to own even 50 per cent ofit,” 
says Jia Liangqun of Mysteel.com, a 
Shanghai-based industry portal. He 
adds that the stake will give Mittal in- 
sights into China, while Hunan Valin will 
gain from Mittal's expertise. 

Some of that expertise, especially 
Mittal's negotiating skills with govern- 
ments, will be tested in India too. Like 
with Posco, there have been objections 
to Mittal exporting ore. That issue may 
well decide the terms on which Mittal 
gets to set up shop in his own country. 
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NDRZEJ Maczka, the chain-smok- 
ing deputy managing director of Mit- 
tal Steel Poland’s Katowice plant, is 
describing the state his plant was in 
when Lakshmi Mittal entered the 
[he plant started rolling in 1976. 
Pofarid was then a part of the extended Soviet 
Empire. It was the heyday of the centrally 


SCt 


planned economy. A quarter of what was 
made at Katowice was shipped to the USSR 
and the rest was sent to other Communist 
Bloc countries, remembers Maczka.With the 
disintegration of the Soviet empire, this plant 
was put up for sale in the early 1990s along 
with three others. 


lt lay on display for close to 12 years, un- 
touched. Nobody would buy it. In 2002, the 
Polish government merged the four plants 
to make it more attractive to investors. They 
called it Polski Huty Stali (PHS). 

Foy then, the situation was perilous. 


Ihe four were incurring annual losses of 


over 2.5 billion zlotys (more than $600 mil- 
lion at that time). “We Were all extremely 
worried, fighting fing$ every day. We barely 
had any raw matenalinventóny because we 
couldnt pay the Suppers, S Maczka an- 
ima Gy VE c h RRE minister 
of tr@asury to close the Katowic@plant. The 
minister didnt oblige. 

Finally, in 2004, Mittal Steel picked up 
PHS. Mittal brought hope. By then, his repu- 
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tation as a turnaround specialist was known. 
Maczka remembers meeting Mittal some- 
time just before hea@e@tually bought PHS. Mit- 
tal told a gathering ofémployeestliat once he 
was through, PHS would be one f the best 
companies in Europe. Sure enough, in end- 
2004, PHS made à profit of 1.7 billion zlotvs 
(more than $460 million). 

Mittal s turnaround model may be put 
simply. He buys a company, puts together a 
team comprising his own managers (many 
of whom are Indians, usually old hands from 
the Steel Authority of India) and from the 
company he.has acquired, focuses more on 
the financial and marketing side than on op- 
erations@makes some fresh capital invest- 
ments, Cuts costs relentlessly, and voila, the 
outfitspews out cash. 

The real risk is at the time of acquisition 
identifying what to buy, and at what price. 
Ihe moment a target is identified, he sends 
in an A-team of managers. The team puts up 
a document that includes why the company 
fits into the group and lays down the strategic. 
options before it. After thea :quisidon. d 
document becomes a türnaround primer 
based on which the companvis run. 

Every senior executive has his own take on 
which acquisition was really the turning 


pointin the group’ saga. M utai IM like 
the doting parent. "Each acquis] =e 


cial,” he says. 








But the buyout that gets the most number of votes is 
the Mexican one. 
The government of Mexico set up a steel mill in 1988 
_ at acost of $2.5 billion. But the government had no clue 
how to run it. By 1992, the year Mittal stepped in, the 
2.5-million-tonne plant was running at barely a quarter 
ofits capacity and booking losses of almost $1 million a 
day. In the previous few years, Mittal had spread his 
wings outside of Indonesia, where he had been based 
since 1976. He was also running a similar government- 
owned operation in Trinidad and Tobago. The Mexi- 
cans handed over the plant to Mittal to run, with an un- 
derstanding that he would buy it over time. 

Soon, the company began spewing out so much 
cash that it funded the next round of acquisitions — 
Sidbec-Dosco (Canada), Hamburger Stahlwerke and 
Thyssen Duisburg (both in Germany) and Karmet 
-. (Kazakhstan). More importantly, Mexico gave Mittal 
the reputation of being a steel turnaround artist. 

Of course, it was important that each of the turn- 
arounds worked. Augustine Kochuparampil, CFO, Mit- 
tal Steel Poland, who has been with the group for over 
11 years, says that if any of them had failed, people 

might have lost confidence in the model. 

Going ahead, the model may change slightly. As pri- 
vatisation opportunities dwindle and Mittal Steel 
grows through either greenfield investments, like in In- 
dia, or through acquisitions of private sector outfits like 

: the International Steel Group (ISG) in the US, the em- 
| vov. phasis will shift to integration rather than pure turn- 
= arounds. Mittal says that in the very near term, the ISG 

-> integration is one of his key challenges. Most of his se- 
|». e mior managers have been spending a lot of time on the 

|? v e integration these days. 















? INEmanagers like Kochuparampil say that roughly 
*« half the issues are similar across turnarounds. In 
companies previously run by the state, the infirmities 
lie in finance or marketing, or both. The engineers who 
actually run the plants tend to be competent enough. 
Kochuparampil, for example, says that one of the 
first tasks before him after the PHS acquisition was to 
renegotiate a 55-million-euro term loan that the com- 
any had taken. "One of the conditions was that you 
couldn't conclude any other credit agreement with an- 
' other bankor financial institution without taking its ap- 
proval, which was ridiculous. I don't know the circum- 
stances under which they did it, but I would never be 
willing to sign an agreement like this." 
Kochuparampil5 colleague in Poland, Sanjoy Mitra, 
 thesales and marketing director who has quit since the 
interview, says that when he walked into Polksi, the 
- sales department had all of 10 people. The rest of the 
.250-strong sales team were attached to the plants, re- 
porting to individual plant directors. “So where was the 
allegiance? Not with the sales guy, but with the plant di- 
"rector. But what this director does is production-re- 














lated. So my first problem was to bring all (sales people) — | 


under one umbrella," says Mitra. : 
At Nova Hut in the Czech Republic, which Mittal || 


had acquired in 2003, Mitra's problems were different. E 


He had to push his managers to go and meet cus- 
tomers, and not wait for them to approach the steel 
company, as had been the practice. 


All this happens in an environment most Indian - B 
managers aren't familiar with. For starters, languageisa - P 


problem. Most business is done using interpreters. In 
Poland alone, Mittal Steel employs 45 interpreters. One 
of them, Joanna Antos, who was assigned to me, said 
that her first few months at the job went in understand- 
ing the steel business. Informally, Mittal Steel execu- 
tives use the numbers of interpreters employed as an 
indication of how well the acquisition has been inte- 
grated — the fewer the interpreters, the more advanced 


the integration. In Nova Hut for example, bought a year E J 


before PHS, the number of interpreters has fallen. 


Kochuparampil says he tries to get all English-speaking Rl 


managers to learn Polish. He puts in two hours of Polish 
lessons every Saturday. 


Not only does this help immensely in business, its — 8 i 
also a great signal to send out within the organisation. — MI 


The employees need to be disarmed at times, Some re- 
sent the fact that a new management has taken over. 
Others are too anxious to please. 

For senior Mittal managers, the first few months go 
into understanding the culture of the organisation and 
how best to fit in. Mitra recalls being five minutes late 
for a9 a.m. meeting with Nova Hut employees, shortly 
after the acquisition. When he walked into the room, 
nobody was there. "The Czechs are very, very punctual; 
you can't keep them waiting," he says. They are also very 
disciplined. "They look up to the Germans," he adds. 
On the other hand, the Polish, says Kochuparampil, are 
highly religious and bureaucratic. For them, every or- 
der has to be in writing. 

Mittal’s Indian managers take pride in the fact that 
they can deliver in the most hostile of environments. 
The Annaba plant in Algeria was once considered to be. 
the most dangerous steel plant for any westerner. Mie. 
tal bought it in 2001. The plant is completely managed 
by Indians who are willing to brave the odds and play 
modern-day frontiersmen. 

While it would be unfair to say that all of Mittal’s se- 
nior staff is made up of Indians — that's increasingly 
changing — they do make up a significant chunk of the 
senior management. Sitting at the lobby of Mittal's of- 
fice in Berkeley Square, one of London's posh ad- 
dresses, you can't help but overhear conversations in 
Hindi. Mittal, son Aditya and COO Malay Mukherjee 
are still stubbornly holding onto their Indian passports. 
But it's not their Indian identity that binds them to- 
gether. At a larger level, all of Mittal Steel is bound to- 
gether by a certain sense of history. The sense of creat- 
ingasteel company the world has never seen before. 3 
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LL those foreign banks that | in Vysya, others would have been em- | (HDFC Banks return on assets was 1.47 


plan to enter India by taking 
over one of the smaller private 
sector banks would do well to 
learn from the initial experi- 
ences of ING Vysya. In 2002, 
the Dutch financial services group, ING, 
hiked its stake in 70-year-old Bangalore- 
based Vysya Bank to 43.99 per cent and 
took over management control. If ING 
would make a success of its investment 





Bart Hellemans, managing director 
and CEO, ING Vysya Bank 





boldened to do similar deals. 

Three years later though, the perfor- 
mance of ING Vysya has been disap- 
pointing. Its latest quarterly results 
showanet profit ofjust Rs 9.15 crore. For 
the financial year 2004-05, the bank suf- 
fered a Rs 38.18-crore loss (though it had 
an operating profit). Its return on assets 
was -0.25 per cent, among the lowest in 
its peer group of private sector banks 
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per cent while that of ICICI Bank was 
1.59 per cent). “From a pure financial 
perspective, the bank has under-per- 
formed,” admits Bart Hellemans, man- 
aging director and CEO of the bank. 
Even beyond the financial under- 
performance, though, former insiders 
whom BW spoke to argue that the bank 
has not had a clear strategy and no clear 
direction from the top. “There is no clar- 





ity on how to position the bank in the 
marketplace... and employee morale is 
low,” says a former insider who quit the 
bank recently. Also, the bank has still not 
been fully integrated into ING and is not 
treated as part of the group, he rues. 

ING Vysya was one of the many 
banks that made loads of money during 
the three-year rise in bond prices. How- 
ever that bull run lost steam last year, 
leading to losses. Other banks have 
managed to sustain their income 
growth since their core banking busi- 
ness, driven by retail finance, has grown 





AMIT VERMA 


strongly. But ING Vysya has been partic- 
ularly badly hit because the profitability 
of its core lending business has not been 


good enough to offset this. In the year | 
| ter the insurance sector in the country. 


ended March 2005, the bank saw a 46 
per cent rise in its net interest income 
(the difference between the interest it 


earns on loans and investments and the. 
| pandand distribute life insurance prod- 


interest it pays to depositors) of Hs 
356.76 crore. Those earnings from its 
core business fell short of its operating 


expenditure by Rs 21 crore (though that 
' products,” says Hellemans. "Thats v 


shortfall was much higher for the previ- 
ous year). Its interest income grew by 





only 6.7 per cent in March 2005. 
It was always going to be a tough task 
for ING, an $81-billion Dutch financial 


services conglomerate, to transform — 


Vysya into a strong competitor against 
other banks in the marketplace. At the 
time it was bought out in 2002 by ING, 
Vysya had for decades been a bank set 
up and manned by the Vysya commu- 
nity in the south to provide banking ser- 
vices to mainly small-time traders. "Ef- 
fectively, the bank was a trader's bank,” 
says PS. lyer, a former executive vice- 
president, who handled corporate 
banking and quit the bank in late 2003. 


*Vysya Bank customers were mainly | 
those from the middle and lower rung | 


businesses." In 2001, the bank's return 
on assets was 0.38 per cent, far lower 
than the average of the other old private 
sector banks, which was around 0.72 
per cent. On the positive side though, its 
gross non-performing assets were 4.7 
per cent of total advances, much below 
the average of all private sector banks at 
around 8.4 per cent. 


The main shareholders in the bank _ 


were the GMR (G.M.Rao) group who, 
between December 1996 and Decem- 
ber 1999, sold 20 per cent of their share- 
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group to set upa life insurance business. 


_ ven by distribution and the ability ofthe . 













holding in the bank to Bank Brussels 
Lambert (BBL), a Belgian bank. In 1998, 
BBL itself had been acquired by ING, 

At the time, ING was very keen toen- 


in 2000, it inked a deal with the GMR 
It saw Vysya Bank as an ideal way to ex- 
ucts. "The acquisition initially was dri- 
bank to sell mutual funds and insura 


the opportunity (to buy Vysyal ` 
grabbed." In September 2002, the I? 
group took an additional 23.99 per cent 
in the bank, doing so at a substantial 
premium to the price recommended by 
the investment bankers who were valu- 
ing the deal for ING. Hellemans, a for- 
mer BBL executive, who has been with 
ING Vysya since the initial stake was ac- 
quired, took over as chief executive 
officer in October 2002. B 
The ING bank's operations in Indias 
till that time were strongly focused on. 
corporate and investment banking, 
while Vysya's focus was towards retail 
banking. "We were told that when ING 
comes in, it would want to move to a 


iugales 





_ strong retail and corporate focus, and 
' bring in the latest products from the 


group. It was seen as a strong departure 
from the traditional small loans-to- 
traders orientation of the bank," savs 


| Tyer, who was part of a group of execu- 
| tives hired in 2001 to help revamp Vysya. 


On the loans side, the major change 


| was to move away from this focus on 


small advances and look towards lend- 
ing to large corporates. However, it 
couldn't compete with the likes of SBI or 
ICICI, which had much larger balance 
sheets and could serve such companies 
more effectively. 

This was at a time when other com- 
petitors in the market were trying to sell 


| services and lend to mid market corpo- 


rates and small and medium enter- 
prises (SMEs). An ex-employee says that 
smaller accounts in the bank, which in- 


| volved loans of up to Rs 50,000, resulted 


in as much as Rs 20 crore of net profit, 
given that borrowers were paying a pre- 
mium of as much as 100 basis pointsto -= 
deal with the bank. Many of the small 
borrowers barely maintained any real ^ 
balance sheets to speak of, and mostof 


the lending was based on collateral. 












F loans were hariilled by employees 
ho had many years of experience with 
such borrowers. 
. Now, say employees, the bank is 
ore bullish on the SME sector again. 
ellemans himself argues that though 
ie returns on loans to small customers 
. atthat time was high, the servicing costs 
and the small loan size didn't really 

make it economical. Fifty-three per cent 
of the banks loans are now to large-and 
medium-sized corporates, down from 
60 per cent in September 2003. Helle- 
.. mans wants retail loans and loans to 
. SMEs to comprise 55 per cent of all 

. loans in three years. 
Further, more systematic ways of 
` judging the creditworthiness of cus- 
tomers merely succeeded in driving 
them away to competitors initially. The 
mew rules required large 
-amounts of paperwork and 
- took away all discretion from 
|... bank officers. “They bought in 
_ their own risk models and 
|. ways of functioning without 
- . trying to understand the nu- 
. ances of doing business with 
their core customers," says an 
ex-employee. "For instance, in 
the case of partnership busi- 
nesses, they required all part- 
ners to walk into the office and 
sign the loan papers in the 
presence of a bank officer. 
- That's ridiculous when you re- 
alise that some businesses had 
a large number of partners, 
many of whom were inactive anyway 
and didnt have a say in the day-to- 

day management." 
What's added to the problem, say 
c. former insiders, are disparate cultures 
-- within the bank. There are a few expat 























-inthe bank. At the second rung are hires 
from other private sector banks. And fi- 
‘Nally, there are the long time ING Vysya 
staff. "Another huge problem was bad 
hiring," says a former employee who 
himself came from a private sector 


bly incompetent or just inexperienced. 
~ One of them wasa branch manager in a 
foreign bank. He joined Vysya at the sec- 
ond rung, reporting directly to Helle- 
mans.” Another senior executive, whose 


background was in HR, was given re- | 


- _staff from the ING group at senior levels | 


bank. "Some of the new hires were terri- | 





sponsibility of the entire bank's business | 












in one of the four regions. (Typically, HR 
executives rarely handle businesses). 
Former executives also point out that 
only around 250 of the around 4,000 


| employees are in the front office — as- 


signed to raise business from cus- 
tomers. This is another factor that hurts 
productivity. 

Hellemans himself seems to feel that 
the main problem is employees from the 
former Vysya Bank. He points out that 
the staff's average age is well above that 
of employees of other private sector 
banks. Changing the culture of the bank 
has been more difficult than he had 
thought, he admits. “If you look back five 
years and compare it with today, there 
have been changes. But there is still a 
long way to go... Remember that, unlike 
other private sector or foreign banks, we 


do have an employees union.” 

What about bancassurance, which 
was one of the main aims of the merger 
in the first place? Former insiders say the 
target is to sell 25 per cent to 30 per cent 
of all Vysya Life policies through the 
bank. Hellemans says the bank currently 
sells 20 per cent ofall life insurance prod- 
ucts sold by the insurance company, 

Former employees point to a much | 
larger factor behind the slowness to 
change. Since ING owns less than a ma- 
jority stake in the bank, Vysya is not 
treated as part of the global ING busi- 
ness, "While clients see you as part ofthe | 
ING group, internally within ING, the 
bank is treated as a distinct entity, unlike, 
say, a bank like HSBC where the Indian 
operations are very much part of the 
global set-up with few distinctions,” says 
an ex-executive, "This means that prod- 
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ucts sold globally don't necessarily come 
to India. Whatever revenues are booked, 
ING owns only 44 per cent of them. 
Sometimes they would rather deal with 
India through their offshore branches, 
so that they can book all the revenue in 
INGs books.” Iyer recalls that when ING 
took over Vysya, customers asked 
whether they could borrow in foreign 
currency. “But those foreign currency 
lines from the group were never forth- 
coming,” he says. 

Hellemans vehemently denies that 
the banks foreign parent is disinterested 
in Vysya. “ING would not have lent their 
brand name to Vysya if they had any 
doubts at all about the acquisition,” he 
says. “They cannot do any business in 
India without our OK.” 

Hellemans points out that the latest 
quarter is the fifth in a row 
where the core business of the 
bank is profitable: “The fact 
that we are an underperformer 
compared to other banks in 
the peer group these last few 
years, is not something we did- 
nt expect. We look at it from a 
medium to long term perspec- 
tive... It's taken years to clean 
up the balance sheet but that's 
been done. About putting in 
place tools to manage risk and 
changing the culture within, 
that'staken more time." 

Even he admits, though, 
that the performance of the 
bank 'had better' match the 
performance of its peers within the next 
three years. Yet then, he says: “We are 
currently not too concerned about the 
[financial] underperformance com- 
pared with our peer group though that 
underperformance cannot continue 
much longer.” 

What does that mean? Hellemans 
points out that the bank has seen an as- 
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| set growth of over 30 per cent in the last 


| 
| 
| 
| 
| 
| 
| 
i 
| 
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year — a performance that he believes is 
unlikely' to slow down. At that pace, as- 
sets will more than double in the next 
three years to over Rs 31,000 crore. The 
current return on assets for the top pri- 
vate sector banks is over 1.2 per cent. 
Even if ING Vysya Bank were to 
match that performance over the next 
three years, itmeans making well over 
Rs 316 crore of profit by March 2008. A 
difficult task indeed. a 
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new dd and other critical HR 
issues. He was accompanied by 
Satish Pradhan, HR head of the Tata 
Group. Professor Ulrich joined the 
chat at shoes a tele-conference. 


h os t triggered 


ne à Mcr Forthe last decade 
oe or so, ‘we have been thinking about what 
. .. it means for HR to be a true business 
partner. That statement itself implies 
—  thatit should not begin with HR logic, 
___ but with business logic. Therefore, the 
key issue became: what is required for a 
business to be successful? To succeed, a 
-... business has to ensure that its two key 
« . constituents (external customers and 
__. shareholders) are happy. If HR cannot 
align with those externally- driven re- 
quirements and bring internal stake- 
holders (management and employees) 

in line with the external stakeholders, 

then it isn’t a business partner. 

In 1997, a colleague from Argentina 

did a dissertation with us and came to a 
— very interesting conclusion using our 
dataset and human resource compe- 
 tencies at the university. He found that 
knowledg ' of HR does not distinguish 
nals at high-performing 












dge of HR, is the key dif- 
Most HR professionals have 
xternal business reality — 





e in low-performing | 
external knowledge, not — 


v mpetitors, shareholders, | 


S to fall i 


industry structures, globalisation and all 


the things that make business what it is. 


It was a very interesting finding. So we 
had two starting points for our thinking. 
First, HR aspires to be a business part- 
ner. And second, to be a business part- 
ner, it needs to create a line of sight to 
the outside. 

Our empirical research here shed 
additional light. Over the last 18 years, 
we have gathered the largest dataset of 
HR professionals. Put together, all that 
provides a very compelling argument 
for creating the HR value proposition. 
And, of course, the title of the book is 
taken from the concept of business 
value proposition, which starts from the 
outside and moves towards the inside. 
With that in mind, we decided to pool 
our thoughts, experiences and the best 
practices — gleaned during our con- 
sulting and research work — into creat- 
ing one powerful package. 


IG: Why did HR get marginalised, 
especially at a time when the 
traditional sources of competitive 
advantage were eroding? What did 
HR need to do to be able to sit at 
the same table and have the same 
influence as other departments? 
WB: The missing piece was the funda- 
mental appreciation we talked about 
earlier. Nothing of what happens inside 
matters, unless it happens to matter to 
somebody outside. We call that the “Wal- 
let Test' in the book. Unless HR can cre- 
ate an exact line of sight, not an ambigu- 


ous line, between its activities and | 


getting customers to take money out 
from their wallet and put it in vour wal- 
let, instead of the competitor's wallet, it 
doesn't contribute to the success of a 
business, and therefore, does not matter. 

HR needs that line of sight to create 
the human side of the business — the 
culture, capabilities, technical knowl- 
edge and skills that enable people to 
create products and services better than 
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the competitors. With hthis, we are hold- 
ing HR up to the same standards on 
which other departments are held. Why 
does the product development depart- 
ment exist? To create products and ser- 
vices that result in customers taking out 
money out of their wallets. The same is 
true for marketing, sales, manufacturing 
and so on. If HR is to be an essential part 
of the business, it has to align with the 
external business realities. 

Two factors have inhibited HR’s abil- 
ity to function as a business partner: its 
logic and its language. For example, HR 
likes to say it has internal customers. 
When it takes that vocabulary and logic 
to the strategy table, it automatically 
condemns itself to a second tier status. 

At the strategy table, when the busi- 
ness partners say: “How do we make the 
customer happy?” they are actually ask- 
ing: “How do we take money out of the 
customer's wallet into our wallet and 
make them happier with us than with 
our competitors?" When HR walks into 
the room and says that it has internal 
customers, it is immediately removed 
from the basic logic and language of the 
business. The logic and language of the 
business is the external customer. This 
is also the logic and language of HR pro- 
fessionals in high performing firms. 


IG: But CEOs sometimes don't 
allow HR to play the role it can... 
WB: My experience has been over- 
whelmingly that the demand for strate- 
gic HR far exceeds the supply. It was a 
conclusion vividly conveyed to me by 
the senior HR vice-president of one of 
the five largest companies in North 
America. I asked her the traditional con- 
sulting question: "What keeps you up at 
night?" She said: "Ten years ago, given 
the state of strategic HR at the time, our 
supply exceeded the demand. Today, 
the demand so far exceeds the supply 
that it threatens to be a fundamental 
source of competitive disadvantage of 








the company.” 

In the University of Michigan, we 
have seen a huge increase in the number 
of senior line executives enrolling in our 
executive programmes on how to create 
and engage the human side of business 
— how to conceptualise and create the 
total human organisation. Furthermore, 
these issues are increasingly preoccupy- 
ing the senior thought leaders through- 
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out the strategy community, the best of 
whom is C.K. Prahalad. 

The changes in the world of busi- 
ness require companies to pay more at- 
tention to the human side of the busi- 
ness. Many other sources of competitive 
advantage have gone by the wayside. 
The shelf life of technological know- 
how has dropped through the floor. The 
critical issue now is not what you know, 
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but what you are able to create. Institu- 
tionalised creativity is a central cultural 
issue andi is, therefore, an HR issue. Also, 
how well a company can execute self- 
standing platforms of technology, prod- 
ucts and services is being replaced by 
the leveraging of common technolo- 
gies, products and services across busi- 
ness units. This business trend may also 
be called the culture of cooperation, 

synergy and convergence. 
meme These should be central agen- 
$ das of HR. The human re- 


2 source department should be 


responsible for recruiting, 
promoting and developing 
high-quality leaders who will 
take the company to greater 
levels of success. 

Thus, the world is telling 
HR: ‘We need to have you add 
greater value.' But if you need 
to have that, you need to start 
from the business stand- 
point, and not the HR stand- 
point. I once had a student 
ask me for a letter of recom- 
mendation for a leading HR 
graduate programme in the 
US. This was an extremely 
gifted young man. He gradu- 
ated from one of the leading 
schools with almost a perfect 
GPA. I told him: "You have the 
ability to be one of the best in 
the field, is that your aspira- 
tion?” He said: "Yes." Then 
I said: "If you want to be really 
good in HR, get an MBA. Work 
in line management for two 
or three years and then go 
into HR, and you will be fabu- 
lous.” His 
“I don't want to go into busi- 
ness. | want to go into HR.” At 
one level, there is nothing 
wrong with that. But at an- 
other level, something is cen- 
trally wrong with his logic. His 
identity was first in HR and 
then in business. If HR is to 
contribute to business, it has 
to break out of that 
of thinking; it has to fall in love 
with the business rather than 
human resource. 


response 


was: 


way 


IG: Coming back to the 
notion of what the HR 


Dave Ulrich, 


professor of business 
administration, University 
of Michigan School of 
Business 


leadership will be all about, what 
does your research really tell us? 
WB: The good news is we don't have to 
guess anymore. In our most recent re- 
search, we have asked two questions. 
What are the competencies and capa- 
bilities of the HR professionals? And 
what are the competencies of HR that 
distinguish high performing firms from 
low performing firms? The latter is the 
more interesting of the two questions. 

We have found that there are five 
categories of HR capabilities and com- 
petencies: HR professionals need to 
make strategic contributions; have per- 
sonal credibility; deliver the basic HR 
practices of staffing, training, develop- 
ing and measuring performance; have 
business knowledge; and they need to 
be fluent with the application of infor- 
mation technology to HR. 

The first of these five categories is 
strategic contribution. Of HR's total im- 
pact on business performance, 43 per 


| 





cent is accounted for by strategic contri- 
bution. That consists of: first, designing 
and creating the cultural infrastructure 
that creates sustained competitive ad- 
vantage. Second, managing rapid 
change. Third, adding value through 
contributions to the strategy forums 
and discussions in the company. 
Fourth, creating an organisation that is 
focused on responding to and being 
unified around external market needs. 


We also know how to make each of 


these happen. Culture management is 
the most statistically significant of all 
HR practices that impacts all business 
practices. Successful HR professionals 
align their HR practices to create the 
culture that drives business success. 

An interesting conclusion can be de- 
duced. Delivery of the HR basic prac- 
tices accounts for only 18 per cent of dif- 
ferentiating variance between high 
performers and low performers. That 
includes the basic HR infrastructure 
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practices. When they are done in a tacti- 
cal and reactionary manner and when 
they are done without a definitive busi- 
ness focus, they account for 18 per cent 
of HR's influence on business results. 
But when those same practices are de- 
signed and implemented in the context 
of HR’s strategic contribution as de- 
scribed above, that 18 per cent jumps to 
43 per cent. That's about a 250 per cent 
increase in HR's impact on business. 
Doing HR practices with a clearly tar- 
geted culture-based business agenda 
creates great results. 

The major inhibitor to HR adding 
this kind of value is the trap of being in- 
ternally focused — thinking in terms of 
internal customers and not focusing on 
the results that the marketplace re- 
quires. In our dataset, we asked senior 
line executives to evaluate HR profes- 
sionals in terms of their over-compe- 
tencies. I consider this to be an indicator 
of HR5 internal popularity. To be inter- 
nally popular, HR professionals need to 
have personal credibility; they need to 
do the basics; do what they say they will 
do and; have good interpersonal and 
communication skills. But while these 
competencies will increase the internal 
popularity of an HR professional, they 
have a mediocre impact on business 
performance. Thus, what an HR profes- 
sional does to be internally popular is 
very different from what he must do to 
push the business ahead. 


IG: Any advice for HR professionals? 
WB: My first advice: have a great sense 
of urgency about your own focus on 
business. Second, HR professionals in 
India must think in terms of being more 
effective at their jobs than their counter- 
parts in the US and Europe. US and Eu- 
ropean companies have the competi- 
tive momentum to carry themselves to 
Indian markets; likewise, Indian com- 
panies must be good enough to carry 
themselves to these markets. Such is the 
nature of global competition. Indian HR 
professionals cannot think about 
benchmarking Indian practices; they 
must be knowledgeable about best 
practices outside India. They must also 
think about next generation practices 
and be more powerfully competitive 
than their counterparts. 

Five or six years ago, the head of 
staffing at Cisco stated: “Our product life 
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I cycle is six to nine months. If we are not 
changing our HR practices as fast as the 


product life cycle, then we are not con- | 


tributing to the competitive advantage 
ofthe company. If, we in HR, are doing 
hesame things that we were doing nine 
months ago, then weare probably doing 
what everyone else is doing. That just 
isn't good enough, isn't just adequate.” 





: Professor Ulrich, how does 
: your earlier work on HR roles tie in 
^ with your current research with 
Professor Brockbank? 
BU: The roles we talked about in HR 


Champions (HBS Press, 1997) were de- 
--.- finedas deliverables. The deliverable of 
- 2 the employee champion role is em- | 
_ ployee commitment. The deliverable of 
- the administrative expert role is effi- 


. - dency. The change agent deliverable is 
"^ making change happen. The deliver- 
-. able of the strategic partner role is mak- 
ing strategy happen. Each role had to 
-make something happen. Wayne talked 
to you about world trends in the econ- 
omy — India, Europe and North Amer- 
ica. Those trends have shifted what 
those deliverables have to be. So we now 
believe that those roles have to be tied 
with the trends in the economy. 

We see, more than ever before, that 
the employee advocate role must help 
employees feel cared for. Through the 
years, I am convinced that people need 
to have meaning and relationship in 
their personal and professional lives. 
The employee advocate works not just 
to get people to work harder, but to have 
meaning, relationships and hope in 
their professional lives. 

The human capital role focuses on 
helping employees prepare for the fu- 
ture. As human capital becomes more 


=> central to productivity and improve- 
—.. ment, HR professionals functioning in 
— this role become more critical. The 











functional expert delivers efficient HR 


-. ; processes. Some of these efficiencies 


|. come through technology and some 
. through service centres. Whatever the 
- «channel, HR must become more effi- 


cient and the HR personnel members 


need to be experts. 

The strategic partner role is more 
than just managing change. It also in- 
cludes knowledge sharing, collabora- 
tion and strategy implementation. The 
strategic partner role also focuses on de- 

















veloping key capabilities that the com- 
pany needs for success. 

Finally, as HR professionals function 
in the leadership role, they serve as role 
models. Wayne and I aren't sure if these 
roles are the right five. But we do believe 
that the human capital developer roles 
are hugely critical. 


IG: Among the high performing or- 
ganisations you have researched, 
how much has that shift played 
out? Do you see them clearly mov- 
ing away from the administrative 
kind of roles, and focusing instead 
on more strategic dimensions? 
DU: The answer is yes and no. That is a 
great academic answer! I think Wayne 
may have a slightly different view, but 
I feel that resources have been split into 
halves. Half ofHR work is administrative 
transaction work — hiring, training, 
benefits, facilities management. That 
takes 80 per cent of its time and atten- 
tion. That will be reduced by outsourc- 
ing, technology and service centres. 
When thatis done, the whole second 
half of HR — transformation, innovative 
or strategic work will get a lot more at- 
tention. That's where HR professionals 
are coaches, architects, designers, and 
facilitators who can really begin to 
transform business strategy into a set of 
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capabilities and actions. In the future, 
there will be fewer HR people but these 
few individuals will be much more qual- 
ified to do what Wayne has talked about 
in our research. 


Satish Pradhan: You have the in- 
sight and foresight of the initia- 
tives that help companies stay 
ahead in the game. Could you pick 
one or two of the practices or ini- 
tiatives that will be the most signif- 
icant in the next decade? 
DU: I am going to be bold and pick free 
three. Maybe the first two are what mat- 
ter most. Each one is built on a myth. 
The first one is that competitiveness 
is not strategy. The CEO needs to com- 
pete. The world is becoming even more 
competitive. Competing is not just 
building a strategy, it is having an organ- 
isation that will deliver the strategy bet- 
ter than your competitors. We can't 
compete by just knowing where we are 
going. We compete by getting there. 
Two, organisation is not structure. It 
is aset of capabilities. When I teach, I ask 
people to pick a company they admire. 
Assume for a moment that someone 
picks a Tata company. How many levels 
of management does a Tata company 
have? Nobody knows and nobody cares. 
An organisation is not evaluated by the 
number of levels. It is deemed success- 
ful if it has a successful set of capabili- 
ties. A Tata company may be very good 
at leveraging diversity, collaborating 
across businesses, or be very good at 
speed. But it is capabilities that make 
the Tatas good. I think HR’s job is to do 
an organisational diagnosis that begins 
with the process of identifying and 


B building key capabilities. 


The third insight is that HR is nota 
practice, but an integrated set of prac- 
tices that join together to create capabil- 
ities and allows strategies to happen. HR 
professionals build capabilities into the 
organisation when they have integrated 
HR practices. When this is done, HR 
benefits not only emplovees, who feel 
valued and engaged, but also customers 
and investors. And. when we follow 
those three premises, HR benefits an 
entire network of stakeholders. E 
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ONSIDER this as the third 
phase of India’s automobile rev- 
olution. The first fillip came in 
the 1980s, when the govern- 
ment allowed foreign partner- 
ships and set up Maruti Udyog. Then, in 
the 1990s, foreign car makers were al- 
lowed to set up wholly-owned sub- 
sidiaries and car finance bloomed. Be- 
tween 1993-94 and 2004-05, the 
industry's revenues grew from $5 billion 
to $32 billion. Now, the government be- 
lieves the growth can be put on a faster 
track, revving up the industry's output to 
$108 billion by 2010. And it reckons that 
can be done by fixing two major things 
— the fiscal structure governing the sec- 
tor, and the testing and R&D infrastruc- 
ture in the country. 

Some work has already happened 
on the first front. Excise duty on passen- 
ger cars is down from 40 per cent in 1999 
to 24 per cent now. (The industry now 
wants it to be at 16 per cent.) Customs 
duty on auto components, too, is set to 
come down from 15 per cent at present 
to 10 per cent next year. 

And on 27 July, the second set of re- 
forms also became a reality. That day, 
the Union Cabinet cleared the Rs 1,718- 
crore National Automotive Testing and 
R&D Infrastructure Project (Natrip). 
Santosh Mohan Dev, Union minister of 
heavy industries and public enterprises, 
told Businessworld: "This project is 
more important than the investment in 
Maruti-Suzuki or the Auto Policy." 

While the relative merits of the 
moves can be debated, the hype over 
Natrip seems deserved when one takes 
in the industry's view too. Five years 
back, before Volvo launched its trucks 
running on 300-500 break-horsepower 





The Indian auto 
industry will now be 
able to move to a 
higher gear, thanks 
to Natrip, a cutting- 
edge testing and 
R&D project 


engines in India, it had to fly Indian offi- 
cials to its own testing lab in Sweden to 
have the engines certified. That's be- 
cause the Automotive Research Associ- 
ation of India (ARAI), the only organisa- 
tion that tests and homologates (that is, 
approves the features of) all non-de- 
fence vehicles in the country, didn't 
have such a facility. It acquired the capa- 
bility as late as January this year. 
Mansoor Ahmed, head of marketing 
at Volvo India, says: "In this business, 
time is of essence. Currently, there is too 


BUSINESSWORLD 


| 


AUTOMOBILES 


tash testing facilities like this 
absent at ARAT, the only 
uüngend Homologating 
Misation iandia, Natrip 





much pressure on ARAI. The queues are 
long. This jeopardises any launch plans, 
as it could defer market entry. And the 
impact of this can be huge.” The impact 
is going to be magnified in the years to 
come. One hundred and eighty-two 
new models of vehicles (including pas- 
senger Cars, multi-utility vehicles, two- 
and three-wheelers, and commercial 
vehicles) are expected to hit the Indian 
roads in the next five years. Each of these 
has to be tested and certified by ARAI. 
Moreover, by 2015, India plans to 
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CROMPTON GREAVES 


— OFFERING EVERYDAY SOLUTIONS FOR A BETTER LIFE! 





Crompton Greaves Limited, in existence since 1937 and a member of 
the BM Thapar Group, is today a Rs 4000 crores conglomerate. A Global 
Giant in Power Solutions, this truly Indian Multinational is also a major 
player in its other two business segments viz: Industrial Systems and 
Consumer Products. With a geographical spread of 140 sales offices 
around the world and manufacturing facilities in six countries viz: 
Belgium, Canada, USA, Ireland and Indonesia, it is no surprise that 509/o 
of the company's products are sold outside the country. Featured here, 
is it's Consumer Products Group which constitutes 31% of the 


company's annual turnover. 
















business. The manufacturing facilities 
are located at Bethora and Kundaim, 
th in Goa. The turnover of this 
ness group is approximately Rs 
300 crores. CG offers an exhaustive 
nge of fans in varieties of Ceiling, 


rini > 





Table, Pedestal and Wall Mounting, 
Es in Metal and Plastic), Kitchen 


~~ 


He ash Air Fans, Cooler Kits, Industrial 






circu lators a id Special Purp 
Crompton fans incorporate power and 
performance, safety and durability, 
comfort and style and an offering of 
both decorative and economy models, 
to suit the needs of every customer. 
The Company's commitment to 
EVERYDAY SOLUTIONS has made 
millions of homes and work places 
comfortable havens of total relaxation. 
The Fan business also enjoys a healthy 
representation on the global scene. 





Light Sources & Luminaires : CG 
has been a pioneering player in the 
field of artificial illumination since the 


@ last three decades and has contributed 
significantly to the development of 
good lighting practices in most of the 
areas of application. The Lighting 
Business group took a strategic 
decision to invest in a state-of-the-art 
Laboratory way back in 1986 for the 
purpose of Design & Development, 
Photometry, Quality Assurance and 
Application Engineering. The 
important facets of the Laboratory 
are; Lighting, Electrical, Thermal, 
Environmental, - Electronics and an 
Application. Engineering Group called 
the Lighting Advisory Bureau. The 
LAB comprises of engineers who are 
trained and qualified to make lighting 
design schemes | as per the 
requirements of various. customers. 
The product portfolio today includes 
Industrial Lighting, Street Lighting, 





| Domestic Exhaust fans, Air < 
e fans. 
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Commercial Lighting, the T5 range, 
Floodlighting, Landscape Lighting, the 
Domestic range and Specialised 
Application Luminaries for Petrol Pump 
Lighting, Clean Room Area Lighting 
etc. Lighting electronics is also 
playing an important role in the new 
generation luminaires for which the 


PROMOTIONS 


group has introduced a number of 
electronic ballasts for Flourescent 
Tube Lights and Compact Flourescent 
Lights. 


Crompton Fans and Lighting 
equipment scored well to be 
included in the exclusive list of 
Superbrands, from a host of 134 
Indian companies who competed 
for the coveted logo. Superbands 
is a globally recognised 
independent authority on 
branding, and has recently set up 
an office in India to determine 
India's most respected brands. 


Pumps : The Pumps business has its 
manufacturing facility at Ahmednagar 
and offers the widest range of pumps 
under one roof. The product portfolio, 





which is one of the largest in India, 
encompasses pumps driven by 
Electrics Motors, Diese! Engines, 
Petrol/Kerosene Engines and Air 
Compressors. The key features of this 
extensive range are: 


» Variety for every application: 
» High efficiency and low power 
consumption 


> Suitability for wider voltage 
operation 

» Robust design for adverse 
conditions 


» Ease of maintenance 
» Reliable in operation 
> Compact in size. 


Backed by a large network of sales 
offices, dealers and service facilities all 
over India, the Pumps business group 
enjoys leadership status for its range 
of Pump sets. 
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implement several new norms — like 
the mandatory fitting of anti-lock brak- 
ing systems in certain vehicles, assur- 
ance on electromagnetic compatibility, 
and protection against frontal and lat- 
eral collisions. At present, ARAI can test 
none of these features. 

That's where Natrip fits in. Under the 
project, the current testing facilities at 
ARAI in Pune and the Vehicle Research 
and Development Establishment in 
Ahmednagar will be upgraded to inter- 
national standards. Among the new fa- 
cilities would be a crash test laboratory, 
an environmental lab and an electro- 
magnetic compatibility lab. The coun- 
trys northern and southern auto hubs 
will get new testing facilities at Manesar 
and Chennai. "It was alright in the 1960s 
to have just one facility in Pune, since 
most vehicles were built in and around 
that city. But now, almost half the indus- 
try is in the North," points out Dilip 
Chenoy, director general of Society of 
Indian Automobile Manufacturers, the 
organisation driving the Natrip effort. 

Natrip will also set up a specialised 
testing facility for tractors, off-roaders, 
construction equipment, etc., and a 
highway accident data analysis centre at 
Rai Bareilly. Silchar in Assam will host a 
National Hill Area Driving Training Cen- 
tre with a vehicle management unit for 
the North-east. And Madhya Pradesh 
will have a 4,000-acre testing track, the 
second largest of its kind in the world. 

More than 60 per cent of the project 
cost will come from the government, 
and the rest from automotive cess pool 
and user charges. Three global consor- 
tiums — led by Mira of the UK, Idiada of 
Spain, and Dekra of Germany — have 
bid for the project. The whole project is 
supposed to be completed in two 














phases, ending in 2008 and 2011. 

Natrips impact will go far beyond 
car launches. If India is to become a 
small car hub, such infrastructure will 
prove to be invaluable. Currently, Indian 
carmakers spend Rs 180 crore a year on 
testing exportable vehicles at facilities 
abroad. Natrip can shave more than 40 
per cent of this cost (See ‘Saving Costs’). 
China, which also harbours ambitions 
of becoming an auto powerhouse, is 
adding one more modern testing facili- 
ties this yearto the two it had earlier. 

"Natrip is also a platform for the In- 
dian auto industry to move towards de- 
velopment testing," says Volvo's Ahmed. 
The lack of such testing facilities, which 
are required when a new model and its 
components are being designed, is an- 
other critical factor holding back India's 
transformation into an auto hub. 

Natrip will also allow India to fit into 
the new global regime being forged un- 
der the United Nation's 
Working Party 29. The 
group works on har- 
monising auto norms 
across countries and al- 
lows members to recog- 
nise each others certifi- 
cates. In 1998, the US 
removed the latter 
clause and floated a 
new treaty. India, which 
has an observer status 
at the group now, will 
have to decide next year 
on which treaty to sign. 
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If it goes for the 1958 one, Natrips certifi- 
cates will be automatically accepted in 
the 51 countries that have already signed 
the treaty. It would make exports to large 
markets like the UK, Germany and Japan 
all that much easier. By one estimate, all 
this can propel India's auto exports from 
$3.4 billion now to $32 billion in 2010. 
Yet another benefit of building a 
state-of-the-art facility is that it can en- 
able India to attract a share of the $577- 
billion global auto testing market. “The 
Indian auto industry's contribution to 
the world’s output is 0.2 per cent. Even 
that share of the global testing market is 
sufficient to recover our project cost 
several times over,” says Sunil Chatur- 


vedi, Natrips CEO designate. “We al- 


ready have queries from global giants 
for booking our labs from 2008.” 
There are reasons to believe that In- 


dia can indeed attract some testing 7s 


business from overseas. First, Chatur- 
vedi claims that a full test in India will 
cost about half of what it costs in Eu- 
rope. Then, India, with its extreme cli- 
mates, will be able to test vehicles at 
temperatures ranging from -20° C to 45° 
C. This is not possible in Korea or China, 
other countries with good facilities and 
low costs. Lastly, Natrips facilities will be 
comparable with the best in the world. 
Even the respected Mira ofthe UK does- 
n't sport some of the features Natrip 
plans to have (See "Testing Grounds’). 
Thatsoneofthe advantages of being 
late: having the opportunity to learn 
from the best efforts of the pioneers. Bi 
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| Businessworld with Grow Talent Co. Ltd. and 

. Great Place to Work? Institute Inc. bring to you the 
Great Place to Work? Seminar Series 2005 
h A learning forum that gets together the winning | 
companies of the Great Place to Work? survey 2004. 


Mae entren e K E epa toi Sn e S P Na eene Pange S Pd 


| The e imployee-centered survey hasa heritage of 
. being conducted for over two decades across 23 





countries. The seminar provides you the platform 
to interact with CEOs and HR heads of the Top 25 
Great. Places to Work® in India and share your 
experiences. Look at it as an opportunity to make 
your organisation a Great Place to Work? in, as well. 
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Presentation by Grow Talent BEN i Susie attend? 
| CEOs, Senior HR Professionals, Functional Heads 





Presentation by Businessworld 
Delegate | Fee 

| | | delegate: Rs. 9000/- 

Panel Discussions ) | 3 or more delegates: Rs. 7500/- per delegate 


Focus Group Discussions 





Loren ime e eri tear m o tr e IN me 


Keynote address by Chief Guest — | Timing: 9:00 am - 6:00 pm 


Award ceremony to. felicitate winners of the - | | Date and Venue: 
Great Place to Work? 2004 survey 
| Bangalore: 24th August 2005, Wednesday, 
Facilitators: Each Focus Group Discussion will | Ta Residency 
. have facilitators from the Top 25 Great Places to Work? New Delhi: 26th August 2005, Friday; 
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ail haden register f for the enini, call: Bangalore - Lubna, Ph. No.: 080-51 1 13720, Fax Nova 
803, Fax No: 011-51708367; email: gpte 
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Read Business. 
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Mme sens : 


E — PRA 


Meenakshi Madhvani... and many more 


PRICE: ONLY RS.200/- 











BUSINESSWORLD SELECTED CASE STUDIES 2005 — MANAGING REALITY. 


A compilation of the best case studies on handling crises, dilemmas and situations in corporate life better. 


Analysts — Rajesh Jejurikar, Madhukar Sabnavis, Meera Vasudevan, Anand Halve, Subhabrata Ghosh, 
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Read Business. 





Contact; Delhi: Sangeeta Bi swas, Tek O 


Order your copy of Businessworld Selected Case Studies - Managing Reality by filling this form & mailing it to us: | 
Names LLL Adde LL LL e LER Rice LA ELLE A T REM | 
LS eclectic ce OR aL Fu ued Ree ae PE OSSIAN oe a ee cen te te PAE A oe rie eh ne oae | 
Please tick the desiréd aption: [1 f Copy-Rs. 200/- [| 5 Copies-Rs. 9007 | 
Cheque/DD No. Gn favour of ARP Put Uid jr et ty Sa dr ee s Dated NER Car RE uo oe or. charge. the total amount. of Rss. NER MANSUS = 
tomy credit card. WE [1 SB] card No. [IC 000 DIO COG LOEO Card expiry date CE] Ou | 
Signature chaste Ac tet LEE Fe Ss " "M E ^ | 


Mail this coupon along with oe £e: Subsérip ptions, c/o Businessworld. Express Building, 9-10 Bahadur E ah Zh. Marg. Moe: Bethi- 446002, 
1-2370 2170-79: Mumbai: Arvind Patil Tet 022-2496258 7. Kolkata: Ashish Das Gupta; Te 
Chennai: R. Sudhakar Tek 044-2813 ida Hyderabad: Shanker Dasgupta, Tek 040-2331 7147. E-mail: busie Nero aiponda Lm o 


AAR LAA o rM triam anmann anna ie baad! AAEE re e m vr ttr oi AN A e AA m in AAAA ta abe EEE AA AAAA Lech a aeg a A AIC 


et: 033-226 00745; Bangalore R; Katia. Tel: 080-2558 8127. 


Conditions apply. ` 
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certain 
web sites 












Now, that’ S where i öne of the tech world’ s 
geekiest acronyms (wasn't someone complain- 
ing about those recently?) comes in use. RSS, 
which happens to be ‘Really Simple Syndica- 





tion’ or ‘Rich Site Summary, admittedly hasn't | 


been as simple for 1 users. But then, its inner 


workings have never been something a user - 


needs to have to bother about. RSS and its Ver- 


| sionsand antecedents have along history in | 
. Web logging and news agencies, dating back to 
| the late 1990s. It's a format that uses XML for 
3.8 yndication of content. Content is delivered as 
an XML file called an RSS feed. As a frequent 
visitor to various websites, RSS lets you track 


updates onthe site using a news aggregator. . 


If all that still sounds geeky, here's the big 


benefit. RSS can save you a whole load of time. 
Many ofustry and m. cea ritual of visiting web- 
sites we bookmark ; as essential for news and 
updates. An RSS agg 






ii^ | personal preference. | dislike cluttering my 





email any more than it already i is, and wouldn't 
| want to. browse th 

o whenI'm responding 
| find thatit’s just quic kerto build it into a routine 
.] essential activity ‘like responding to mail, 









rough. information feeds 
to email. But many users 


Aplug-intoa browseri ismy personal favou- 


| rite. Asa Firefox user, [use ar extension. called. 
E SR Just go to Togi | 





Puen Sons d and select 
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gator makes short work 
_ of this. And you'll get quick, light summaries of 
- | everything you want; you look at it at one 
| glance and get on with the rest of your work. I 
| youshould find something to explore in greater : do 
Abe: depth, you visit that link and spend time on it 
i= Anews aggregator can be a plug-in to you r 
-email program, your] browser. Or it could bea 
- stand alone piece of software. It depends on 











Meester tiir n ar AAO ttre ere tip eis rt P S rto ir tp rp A asmi myaman 


rte MEL NE al AAE Ghat AA A eV be H N wen: 


E x hide and minds hare. ou he know all 
-there is about getting tech news from CNN on- 
line, but did you know that you can comment 


IE anal «8 wilis starty 


| dee ones you want. Now, just click on the list 
 andseetheirsum 


even pushed at you — it's interesting that most 
„good stand alone news. 
But if your work entails aserious amount of 


tionality to do the job, you may find it worth- - P 
_ while to pay for one of these. You will get much 
more customisability and the ability to aggre- 


gate many sites in one place. Tty a trial version 
of FeedDemon, one of the better ones. 


. are easily accessible throug! 
_can not only see quick summaries, but also re- 
spond quickly if you want to. A lot of: si ites doa 
clumsy job of putting out th fe 


enough at a site called Technorati? Good for 


dentally, reading comic strips using your! 
t. reader can bea bit of fun too. | 









S ge. It takes à few moments. ven its icu. E 


; have con alist E E and can se eit 













maries in a ‘light’ format. 


Considering all the content you get is fr 
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regators are paid. 










scanning news and h blog sites, and you need to 
have a dedicated; program with added func- 































Blogs, being part of the very history of RSS; 2 













h aggregators. You 
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on that news (through your RSS reader) quickly - 


Technorati. Internal ly, organisations canalso | 
push out selected types of news on an Intranet 
to employees, savi ng them time as well. 
RSS feeds get really useful on your mobile or 
PDA. Quite suddenly then, getting news squee -E 
zed to fit into these makes absolute sense. Inci- 











Leaders differ from also-rans because of their ability to foresee t the future. We've done it 


-every week. We argued well ahead of athers, 


| the dotcorn crash. Readi ing patterns. sin 


India's largest selling an 
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P. HARI 


F you meet Somshankar Das these 

days and his company becomes the 

topic of conversation, he would tell 

you straightaway: “e4e is not a ven- 

ture capital company.” Meet hima 
few days later and he is likely to stress 
this point again. Das has been at it for 
some time. But of late, his tone and 
tenor have sharpened, acquiring a 
new urgency. 

Why is he so keen to contradict a 
common impression? What is e4e 
all about anyway? 

When e4e was set up in the year 
2000, it had indeed shown all the char- 
acteristics of a venture capital company. 
The name itself was an acronym for En- 
trepreneurs for Entrepreneurs. It raised 


L 


Sridhar Mitta, 
managing 
director, e4e, 
believes that 
the company 
grew because 


entrepre- 
neurs gave 
each firm a 
momentum 
and-energy of 
their own. 





OUTSOURCING 


Sum of the parts . 


Set up separate companies. Let 


them grow independently. And then 


merge them. How e4e did it 


over $100 million quickly, mainly from | angel investor and many other similar 


investors like Walden, William Melton 
(earlier of CyberCash), and Ashok 
Narasimhan (who was responsible for 
setting up Wipros IT business). e4e be- 
gan investing in companies immedi- 
ately. The first investment was in Aztech, 
a software company in Bangalore. This 
was followed by three more investments 
in start-ups: iSeva, iCelerate and Vinciti, 
all of which also set up offices in Banga- 
lore. During this time, e4e had been 
called a VC company, an incubator, an 
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things. Probably not without reason. 

But five years later, CEO Das needs 
to get rid of these impressions. He re- 
cently changed the name of the com- 
pany to Enterprises for Enterprises, 
while still retaining the acronym e4e. 
The three early investment companies 
— iSeva, iCelerate and Vinciti — were 
all merged into one entity. e4e is now 
a one-stop outsourcing company with 
the earlier companies becoming busi- 
ness divisions. 

This reorganisation process, which 
formally began over a month ago, is a 
much deeper exercise than a simple 
renaming and merging of portfolio 
companies. It is also the culmination of 
a carefully executed strategy for inor- 
ganic growth that involved setting up of 
separate companies, letting them grow 
for a few years on their own, and then 
merging them later. 

From an ostensible venture capital- 
ist, e4e has rapidly transformed itself 
into an unmistakable business process 
services (BPO) company. e4e had hardly 
grown in the first two years of its exis- 
tence. The IT and telecom slowdown 
had hit the company hard, months after 
it was set up. And at the end of 2002, 
the group companies together had rev- 
enues of less than $10 million. But it 
recovered as soon as the industry recov- 
ered. Revenues crossed $50 million 
last year, and seem to be on course 
to touch the company’s target of $100 
million by next year-end. It has also 
made the odd acquisition on the way, 
but Das feels that the company’s growth 
was primarily due to its unique strategy 
of forming several companies run 
by entrepreneurs and then merging 
them together. 

Vinciti was primarily a technical 
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MDI PROSPECTUS, CD AND 
APPLICATION FORM 


AVAILABLE AT: € MDI Campus, Gurgaon 
or MDI Counter, Reception lobby, IFCI 
Tower, 61, Nehru Place, New Delhi -110019 
(Tel. No. 26438471, 26434674). 


Forms also available from all centres of IMS/ 
Career Launcher / PT Education / T.1.M.E. 


DATE / TIME: 12th Aug. - 18th Nov. 2005, 
Monday-Friday between 10 a.m. - 5 p.m. 


@ The Application Forms are available on 
cash payment of Rs. 1300/- (including 
Application Processing Fee). Applicants 
wanting the Application Form by mail will 
have to send a crossed Demand Draft of 
Rs. 1,350/- (US $100/- for Foreign / NRI 
applicants) in favour of "Management 
Development Institute" payable at New 
Delhi along with two self addressed 
adhesive stickers (with Tel. No.) clearly 
superscribing on the envelope the choice 
of the programme. 


Prospectus once sold will not be taken back. 


IVIDI 


QisoA Gurucram 
School for Thought Leaders and Change Masters 


ADMISSION INVITATION S ==. aaa. uus 


Post-Graduate Programme in 
Management (PGPM) 





* 


Post-Graduate Programme in Human 


Resource Management (PGP-HR) 
Jointly with National HRD Network 


+ 
National Management Programme 
es (NMP - Executive PGDBM) 


ADMISSION PROCEDURE 


€ Appear for the 

Common Admission Test 

(CAT) to be conducted by the 

IIMs on 20th November, 2005. The 

CAT Bulletin with application form can 

be purchased from select branches of 
State Bank of India (for details see CAT 


advertisement which appeared in leading 

newspapers on 17th July 2005). The last date for 

obtaining CAT bulletin from SBI branches is 22nd 
August 2005. 

@ Apply to MDI by filling in a separate application form. 


€ Foreign / NRI applicants (not sponsored) can also apply by 

submitting valid GMAT scores (taken not earlier than January, 
2005). NRI applicants residing in India during July-December, 2005 
will have to appear in CAT. 


€ Final selection will be based on the performance in the CAT / GMAT and 
subsequent group discussion and personal interview. 


ELIGIBILITY 


€ Minimum of 3-year Bachelor's degree or 
equivalent in any discipline recognized by 
the Association of Indian Universities / 
AICTE as eligible for Post-Graduate Studies 
in Management. 


@ Candidates completing all requirements 
for obtaining the Bachelor's degree by 
June 2006 can also apply subject to 
furnishing evidence to that effect latest by 
1st Oct. 2006. 


ADDITIONAL REQUIREMENT FOR NMP: 
Atleast 5 years of post qualification work 
experience. 


The last date for receiving completely 
filled-in application forms at MDI is 
21st Nov., 2005. 


For more information please log on to 
www.mdi.edu or www.mdi.ac.in 


MDI uses CAT for short listing candidates for its 
two-year full time Post-Graduate Diploma in 
Business Management. IIMs have no role either in 
the selection process or in the conduct of the 
programme. 


For further information, contact Admission Office: 


MANAGEMENT DEVELOPMENT INSTITUTE 
Mehrauli - Gurgaon Road, Gurgaon 122001 
Phone: 2349831-36, 5013050-62 Fax: 2341189, 2342244 


Email: admissions Q mdi.ac.in 
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VINCITI - 


@ Tech support @ infrastructure 


iSEVA 
| © Mortgage | 


e4e: all for one 





Headquarters: Santa Clara, California 


‘Size of investment: $100 million+ 


No. of customers: 100+ | No. of employees: 3,500 
Key acquisitions: Absolute Quality June 2004), and technical support 


| .. operations of Jamcracker (2003) 


support company. iSeva was a call 
centre and a BPO company. iCelerate 
was an enterprise applications integra- 
tion company. These divisions were 
not set in stone; for example, BPO was 
present in all the companies. But they 
operated as separate companies, scout- 
ing for businesses and working together 
when necessary. 

Entrepreneurs who had high stakes 
in the company initially ran them. Vaib- 
hav Tiwari in iSeva, Ram Mohan 
in Vinciti, Arun Tolani in iCelerate, and a 
few others owned substantial portions 
of their respective companies; e4e 
owned the rest. Every employee who 
joined the company got a stake. Says 
Sridhar Mitta, managing director of 
e4e: "The entrepreneurs gave each 
company a momentum and energy 
of their own." 

While the entrepreneurs were criti- 





- e4e was also critical to the entrepre- 
. neurs because it helped them survive 
. the downturn. Remember Bangalore 
— Labs? The company was in the same 
- business as Vinciti, but could not sur- 
.. vive the pressures of the telecom slow- 


xs down. Now that the company has 


grown big, e4e has increased its stake. It 
is no longer necessary to work on the 
entrepreneurial mode. In fact, it is nec- 
essary for the entrepreneurs to be part 
of a larger company; outsourcing from 


the large firms would become difficult 
otherwise. An employee no longer gets a 
stake as he orshejoins; you have to work 
for some time before owning e4e shares. 
As the group companies worked 
separately, and sometimes together, 
they gradually picked up domain exper- 
tisein some fields. These areas have now 
become three primary e4e verticals: 
mortgage processing, healthcare and 
technical support. e4e also made some 
acquisitions: the US firm Absolute Qual- 
ity and the technical support division 
of Jamcracker. It has now grown to a 
3500-employee organisation with of- 
fices in Bangalore, and Santa Clara in 
California. 
e4e is now positioning itself to be an 
complete end-to-end outsourcing 
company. For instance, it provides a 
multiplicity of services to the Internet 
security company SonicWALL. It pro- 
vides technical support for SonicWALL 
products, an activity that has increased 
in sophistication recently, moving to 
what is called escalation (e.g. com- 
plaints about the product from the deal- 
ers to the senior management of the 
company). It does routine service deliv- 
ery management, looking at contracts 
and warranties and so on. It provides 
customer service, simple things like re- 
setting passwords and so on. It also does 
knowledge management, which is pro- 
viding information from technical sup- 
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port to the product engineering team. 
The last activity is, of course, the 
most valuable. The e4e team analyses all 






the questions it gets from customers = 


and then works with the product devel- - 


opment team to sort out defects. It also 
works with customers on training. So 
the company does everything from sim- 
ple, routine things to product engineer- 
ing. Says Michael Anderson, vice-presi- 
dent of services in SonicWALL: "Such 
breadth of services is very rare in an out- 
sourcing company.” In fact, e4e's aim is 
to offer revenue enhancement, some- 
thing that it has already begun to prac- 
tise in its mortgage outsourcing ser- 
vices. 

The mortgage banking industry is 
the largest consumer debt-related sec- 
tor in the US. Mortgage debt in the US 
stands at $6.2 trillion as against real 
estate assets of $13.5 trillion. Yet the 
market is showing a downward trend 
now, and companies have to decrease 
costs and increase customer satisfac- 
tion to ensure customer retention. 
Deregulation has increased competi- 
tion. Outsourcing can help immensely, 
but typical tele-sales vendors only gen- 
erate leads; they take no responsibility 
for sanctioning the loans. 

Through its BPO services, e4e gradu- 
ally built expertise in all parts of the 
mortgage industry value chain (loan 
origination, processing and servicing). 
In particular, it has been working with a 
large financial company with 12,000 ap- 
plications per month, 50,000 inbound 
and 15,000 outbound calls. 

The interesting part is that e4e often 
charges according to the loans sanc- 
tioned, and not according to the num- 
ber of calls, or the number of applica- 
tions processed. Says Anand Talwai, 
president, India operations: "e4e has a 
direct interest in revenue enhancement 
ofits customer." 

Did e4e plan for these events from 
the beginning? The promoters wanted 
to merge the group companies at some 
stage, but did not expect to reach that 
stage so quickly. At a board meeting in 


mid June, all the group company heads 


and other stakeholders wanted such 
a merger to happen quickly. So e4e 
increased its share and the entrepre- 
neurs reduced theirs. The group com- 
pany names will disappear soon. Only 
e4e will remain. Nu 


one 
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Businessworld is the first and only business magazine in the country to have a 
dedicated correspondent in China. With the result, all the news, views, trends and insights 


are first hand and straight from dragon's territory, sO to speak. Get a copy of Businessworld. 


and get a sneak forecast into what's happening with the other emerging superpower ^. 


Business. 








G.R. Gopinath 
Founder-MD 
Air Deccan 


I am reading GLOBALIZATION 


AND ITS DISCONTENTS by Joseph 


E. Stiglitz. In addition, I’m reading 
many other works like Leo Tolstoy's 
and Somerset Maughams short 


stories, and the poems of Rabin- 
dranath Tagore. 


I usually read a lot of fiction and 
poetry of the classical kind. Classical 


fiction and poetry gives you great 
insight into the human mind and 
spirit, and it uplifts you. 

I always have four or five books 
in my car and in my bag, so that if] 
am waiting for someone, I can keep 
myself busy without being irritable 


and put the time to good use. a 


ALERT 
Annie Besant: An Autobiography 


By Annie Besant 
(Penguin) 


WHILE conflicting opin- 
ions abound about the 


ing writing style leaves 


have to give Ms Besant 
credit for the hilarious 
first sentence of her 
autobiography: “On October 1, 
1847, | am credibly informed, my 
baby eyes opened to the light(?) 
of a London afternoon at 5:39." 
One can also not deny that she 
had a fascinating life. Unfortu- 
nately, this book contains almost 
nothing of her time in India, and 





mostly details her girlhood, failed 


marriage, numerous court cases 


and theosophical beliefs. = 


woman, and her wander- 


much to be desired, you 








BIBEK DEBROY 
EFFREY Sachs is certain to know 
about the Pandora myth. Pan- 
dora released the sprites of dis- 
ease, hunger and cruelty into the 
world by opening a box which 
she should not have, leaving just 
Hope in the box. The millennium devel- 
opment goals (MDGs) of the UN are far 
removed from the Greek myth, 
but the first six MDGs do c 
represent an attempt to 4 
control the sprites of ex- 
treme poverty and hunger, 
child mortality, maternal 
mortality, HIV/AIDS, 
malaria and other dis- 
eases, lack of education 
and gender equality. 
There are internation- 
ally accepted targets of re- 
ducing them by 2015. And 
how is the world progressing? The an- 
swer would depend on the specific tar- 
get. Jeffrey Sachs is director of the UN 
Millennium Project. As an economist, 
Sachs needs no introduction. In the 
foreword, rock star Bono writes: “The 
man with me is Jeffrey D. Sachs, the 
great economist, and for a few years 
now my professor. In time, his auto- 


SELECTION 


Tired thoughts 
on originality 


HOUGH a painstakingly researched 

book, the sources of its information 
leave much to be desired. The author 
seeks to highlight how top companies 
such as Southwest Airlines, Dell and 
Ranbaxy Laboratories have made 
their mark in business through innova- 
tion. However, a significant number of 
the sources that Vedpuriswar uses in 
his research are media publications. 
Thankfully, he gives due credit to the 
journalists concerned. 

The problem is more serious than it 
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he great 


graph will be worth a lot more than 
mine.” Perhaps. 

And this is what Sachs has to say 
about himself in the acknowledge- 
ments: “The best way to become a suc- 
cessful economic adviser is to advise 
successful governments.” That part can 
be disputed because it is debatable 
whether the governments advised by 
Sachs have all been successful. Butthere 4 

is no denying that 


THE END OF 
POVERTY 


Economic Possibilities 


For Our Time 


By Jettrey D. Sachs 


The Penguin Press 


Sachs is visible and influential. 

Sachs also writes well. Take these 
lines from the India chapter: “From my 
first day in India in 1978, I was utterly 
transfixed. India was visually breathtak- 
ing and jarringly incomprehensible: 
graceful women wearing colourful saris, 
teeming market-places, freely roaming 
cows, monkeys dashing from rooftop 


seems. The quality of information and 

points of view vary from publication to 
publication, even from reporter to re- 

porter. What has Vedpuriswar done to ^. 
vet the conclusions made by some me- 

dia? More importantly, why didn't he 

build his work on a larger foundation 

made of primary sources — findings 

that he would have been absolutely 

certain about? It is not clear. 


BUSINESS 
INNOVATION 
Lessons From 

Great Companies 

By A.V. Vedpuriswar 
Vision Books 


Pages: 488; 
price: Rs 595 


Business 
Innovation 


Lessons 


Great Companies 









Jeffrey Sachs hope 


to rooftop, funeral proces- 
sions inching through 
crowded bazaars, holy men in 
loin-cloths, temples of every 
variety, impoverished old peo- 
ple begging on the street cor- 
ners, turbaned Sikhs.” The av- 
erage economist does not 
write like this. 








JEFFREY SACHS, the inter- 
nationally renowned devel- 
opment economist, is direc- 
tor of The Earth Institute at 
Columbia University and a 
special adviser to UN 
secretary-general Kofi 
Annan on the millennium 
development goals 





And what can be a bigger draw than 
a well-written book by a well-known 
economist on the universally lauded 
objective of ending extreme poverty by 
2025? However cynical one might be, 
who can resist the enticing prospect of 
ending global poverty? Sachs provides a 
roadmap towards that objective, weav- 
ing into the 18 chapters that make up 
The End of Poverty his arguments as to 
why the MDGs are desirable. 

All the same, a well-written 
roadmap does not make for a well- 
argued book. Sachs wants us to focus on 
agricultural inputs, investments in basic 
health, investments in education, 
power, transport, communication ser- 
vices, safe drinking water and sanita- 
tion. You cannot quarrel with this, or 
with the diagnosis that the very poor 
need six kinds of capital: human, busi- 
ness, infrastructure, natural, public in- 
stitutional and knowledge. But who is to 


The list of companies for the case 
study section is impressive. Still, the 
scale of the study itself is perhaps this 
book's biggest enemy. And that ham- 
^ pers Vedpuriswar's writing talent. In 
parts though, his prose does manage to 
stand out from the clutter. 

Ironically, it is innovation itself that 
could have helped the writing in this 
book. “Innovation”, as the author 
states, “represents a significant 
improvement over what exists." And 
there is a dearth of books on innovation 
in the knowledge economy today. It 
would have been interesting to see a 
novel approach to it. 

At best, this book serves as a guide 
to the history and functioning of the 
companies cited. y 


KUNAL N. TALGERI 


speak 


provide this? Sachs generally ducks the 
issue, as also the question of the effi- 
ciency of public expenditure. 

There is also the vexed question of 
the eighth MDG: developing a global 
partnership for development. This is an 
internationally accepted goal now, but 
make no mistake, it is not about open- 
ing up trade and removing market ac- 
cess barriers in developed countries. 
Aid flows rather than trade liberalisation 
is the Sachs agenda. “When huge gains 
are attributed to trade reforms (hun- 
dreds of billions of dollars), we need 
to look at the fine print: almost all of 
those gains accrue to the richest coun- 
tries and the middle-income countries, 
not the poorest countries, and espe- 
cially not the poorest countries in Africa. 
How, after all, could trade alone enable 
isolated rural villages in Africa to meet 
their basic needs?” Bleeding heart stuff, 
but whoever said that trade reforms 


Generations 


OMEN'S relationship 

with their mothers, 
grandmothers and daughters 
is the theme of A SPACE OF 
HER OWN, edited by Leela Gu- 
lati and Jasodhara Bagchi (Sage Publi- 
cations). It attempts to bring into view 
private memories of the connections 
they maintain with their natal families. 

Even if you tend to be wary of 

women's studies, of the kind where 
women *reflect on the emotional lines 
of matriliny within the social structure 
of patriliny", you will find this an en- 
grossing book on the whole, primarily 
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were a sufficient condition for promot- 
ing development? 

Why is it necessary to assume that 
welfare gains for consumers in devel- 
oped countries negate gains for produc- 
ers in developing countries? It appears 
that since we can't teach people how to 
fish, we must give thema fish a day. Even 
if Africa is a net food-importing region, it 
is well to remember that there is some- 
thing called comparative advantage. 

There are African countries where 
interest on stock of overseas develop- 
ment assistance (ODA) received would 
be much more than today’s GDP. Had 
ODA been the solution, the world 
wouldn't have been poor today. A 
chapter in the book makes a valiant at- 
tempt to defend the African cause but 
doesn't quite succeed. And we are left 
with an unanswered question: if aid 
hasn't worked in the past, why would it 
work in the future? 

The only answer is Pandora, as the 
last sentence in the book makes clear. 
"Let the future say of our generation 
that we sent forth mighty currents of 
hope, and that we worked together to 
heal the world." w 





Bibek Debroy is director; Raj ivGandhi 
Institute for Contemporary Studies 


ace 


because these are first per- 
son accounts. Some of the 
women are famous achiev- 
ers (writer Nabaneeta Dev 
Sen, educationist Mary Roy) 
and, naturally, there is more 
interest in their lives, espe- 
cially if they are related to 
the even more famous. Dev 
Sen was once married to 
Nobel economist Amartya 


— —— SERENE TPT PTET Pe 


Sen, while Mary Roy is the woman who 
famously challenged Syrian Christian 
inheritance, and is mother to writer 
Arundhati Roy. 

Although there are a couple of banal 
stories (boring marriages that end in di- 
vorce, making a career of managing a 
dancer daughter), this collection opens 
doors into worlds that are usually shut 
from the mainstream view of women. Ili 


nA ry M Ime TPIT Rmo 





3 


Ara 


é 


MUMBAI- 


* 
$ 


CO 


$ 


ay 


fases 


WOO; 
lajv 


E 


Gyal 
.F 


ENT 
De FAS 


«t 
pd 
a. 
m 
ps 
e 


v 


GUWAHATI 


Cortact Detaj 





b 


H d 


? 


E 


ERVEC 


nputdownu 
5 


CONSULTANCY 


TATA 


ray SAP 


COM 


| NASS 
BEN BSSINESS 


THE BEAT 


ves 


information li 


SS 


25 


k í 2 j : 7 ENAN 
a ^ OESE 

; yes 36 Y 
E m. 


AE 


A 


M 


DAS 
i 


E 


es 
st 
ss 
Fak 
Oe 


=i 
we 
d 


A 


Y 


D 


Si 
oS 


CX. 2 
CAM S 
x x p i 


it 
me 
Js 


s; 
EO 


re 
AS 


fos 


Se 
i 


3 T A a 25 S 

5 NS s » i iS enero RSS i S 
AS DPA 7 A ee EAS S 2 AEN EARS f 5 o X p. VUA Ace : EN TOI x 
OS NOD SAN ^ AN ^ x AAT X x OA i RU 





NANI 
S fe UNAS 


z Th red spect 


HEY were so calm, so relaxed, so unhurried. 

They were at last doing something for which 

their training had equipped them. They were 

perfect examples of the adage that practice 

makes perfect. They were beating the young 
men on the ground with their long sticks. They were draw- 
ingblood; and ifsome unfortunate victim dared raised his 
head, he was rapidly disabled. They were the illustrious 
Haryana police. The venue was Gurgaon, the date 28 July, 
the occasion was a public demonstration of the workers 
who were trying to disrupt production in Honda Motors 
and Scooters India (HMSI). 

The Haryana police were not the only ones who lived 
up to their stereotype. HMSI was the first. There are many 
stories of the lack of love be- 
tween the Japanese and trade 
unionists. Many joint ventures 
that were started with Japan- 
ese companies in the 1980s 
failed. Some were taken over 
by their Japanese partners who 
inherited their labour troubles. 
The Japanese became notori- 
ous for messing up labour rela- 
tions. Admittedly, workers be- 
come restless when factories 
fail and when employers can- 
not meet their expectations. 
Failing factories are not the 
easiest to manage. Whether for 
better or for worse, however, 
the Japanese acquired a repu- 
tation for lack of flexibility and 
imagination. 

But the strange thing is that HMSI is not a failing fac- 
tory. It is hugely successful and immensely profitable. Its 
scooters are obscenely popular; HMSI cannot meet de- 
mand for them. Customers prize their scooters. And that 
is why it was targeted by professional trade unionists. 
They saw a ripe fruit ready to be plucked, a fat goat ready 
for sacrifice. So they registered a trade union last Decem- 
ber, and asked for recognition. HMSI refused to recognise 
them. That is how trouble started. 

This is just the beginning. Trade unionism is part ofthe 
official religion further east. In Calcutta, trade unions 
claim not only the right to stop production when they feel 
like; they claim the right to stop the city. A Calcuttan never 
knows when his city will be brought to a halt by a scream- 
ing column of trade unionists. Companies have moved 
out of Calcutta in hordes because their directors do not 
like riotous trade unionists shouting just outside board 
rooms. There is a culture of noisy agitation that the rest of 
India could do without. 


sad EY) | ee 
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Gurgaon could well do without 
imported, externally financed, 
externally organised, violent 
Calcutta-style trade unionism 











Most ofall Gurgaon. For itis the only place outside the 
south where the new industries — information technol- 
ogy and business process outsourcing — have taken root. 
They are most at home in Bangalore, Madras, Bombay 
and Poona; somehow they find north of the Vindhyas in- 
hospitable. The only exception was Gurgaon, whose new- 
industry exports are close to Rs 200 billion a year. These 
are industries that work round the clock; they cannot 
countenance a single day’s closure. Southern cities have 
adapted themselves to their demand for reliability; Gur- 
gaon is the only northern city that could match them. 

It could do so because, like the south, Gurgaon was 
free of trade unionism — of bandhs, gheraos, demonstra- 
tions, shouting and intimidation. If it is now infected, it 
will in the long run lose out to 
the south — as Calcutta did for 
two decades despite offering 
the most attractive incentives 
to the IT industry. But before it 
does, it will do considerable 
harm to the great IT-driven 
boom the country is witness- 
ing. For the Japanese ambassa- 
dor was right — the Japanese 
will ask, is India safe from crip- 
pling agitations, or will they be 
better off in China? And they 
will not be the only ones to ask. 
All foreign investors will ask the 
same questions. 

And they will not be paci- 
fied by the foreign ministry's 
boast that India’s democratic 
institutions and legal system 
will do their work. They have seen these at work in the op- 
position walkout of Parliament and the scuffle of the po- 
lice and Veer Mati, whose brother has disappeared. Great 
theatre; but are these the sights of a country ready for a 
leap forward, a country welcoming foreign investment? 

The Left parties see a great chance in the Central gov- 
ernment's dependence on them — an opportunity to 
spread their wings across the country. The instrument of 
their aggression is precisely the centrally organised, exter- 
nally financed, confrontative trade unionism that per- 
vades West Bengal and has now come to Gurgaon. It may 
serve the Left's interest, but it is not in the interest of the 
country, which is in the middle ofthe first sustained boom 
since the one that the reforms unleashed in the early 
1990s. We have often wondered what would stop this 
wonderful boom; now we know the answer. The Left 
could stop the boom, helped by a pusillanimous govern- 
ment. Here is a problem that the Prime Minister needs to 
tackle quickly with all the political skills at his command. 


ANTHONY LAWRENCE 
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INDIAN MULTINATIONAL 


Multi 
continents 
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Videocon - emerging 
as a global player in the 
world of colour televisions 


With the completion of acquisition of 
Thomson's colour picture tubes business 
in France, Italy, Poland, Mexico and 
China, Videocon will have access to 
State-of-the-art manufacturing and R & D 
facilities across the world. 


This means Global scale and efficiency 
and world class products, which will 
catapult the company towards global 
leadership in colour television display 
device business. 
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YOU'RE RIGHT. AND WRONG 






The Samsung SyncMaster 730MP is a great PC monitor. It's an LCD TV. And an FM Radio. With a super slim design 
and 3D Virtual Surround Dolby speakers, this is one marvel of technology that is designed to inspire you all the way 











2 Digital 
Camera 
FM Radio 


Wiselink enables the transfer of multimedia content like pictures, music and video between memory 
cards and the monitor without needing to be routed through a PC. 











730MP Monitor 





High Quality 
Multimedia Speakers & 

; x Arm mountable 

3D Dolby Virtual Sound | | 


ab 


Supports various external devices: 
DVD, VCR, Audio Players, 
Camcorders as well as Computers 
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Colours Available: Silver, Black 1) MÓN A IM N G 
SAMSUNG HELPLINE 
Gas HH Range of TFT-LCD PC Monitors available from 38.1 cms (15) to 101.6 cms (40°). 
support.india@samsung.com For further details write to: sunil.m(«»samsung.com or call 1600113444" . 
TFT-LCD MONITORS 


*Toll free from MTNL / BSNL lines 




















_ Editor: Tony Joseph —— 





Venkat Manthripragada, via email 
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Nuclear Ties 


.! It's great to see India finally 
stepping out of the Russian's 
shadow. The world order has 
changed and India has relied 
on Russia far too long. This 
new partnership with the 
US will give our cities better 
nuclear power and our country 
more political power. 

However, the anti-proliferation treaty could stand in the way. 
Manmohan Singh needs to help Mr Bush convince the rest of the world 
that the treaty can have exceptions. He should go on a diplomatic 
























































mission to pacify the naysayers. | 

V. Mangalam, via email 

MEDIA ON THE MIND _ RAINY DAYS FOR CIVIC DUTY 

Media is an important dimensionto — Mumbai's tryst with floods has once 

business because it can single- | again highlighted its shoddy 

handedly create perceptions of a | infrastructure. Citizens of Mumbai 

company , (‘What The Media Needs To | have a 19th century set-up. 

Know, BW, 1 August). With | Equaily appalling is the attitude of 

competition in media growing, the | corporate India towards Mumbai and 

need for making news rather than _ Maharashtra. Media moghuls, liquor 

finding news is increasing. Under these | barons, banking majors; you name 

tough circumstances, it is important | them and Mumbai has got them. When 

for Indias corporate leaders to have | budget time comes you willfindeach 4 

proper training to relate to the media. one of them vociferously pleading with _ 
it is undisputed that these | the concerned ministries to get sops 

corporate leaders are excellent | specfic for their sectors. And make no 

communicators, but communicating | mistake, they are no pygmies, but 

through media is a different art than | industrialists of significant stature. 


communicating in the boardroom. You | Why don't they unite and press for 

cannot see your audience, and you do | state-of-the-art infrastructure for this 

not know their education levels. | dying metropolis? 

Leaders will also have to learn to get rid | Amit Kulkami, Mumbai 

of the jargon in their interviews as well. | 

|. CORRIGENDUM 
In the news story ‘Overhaul Mode’ 
(BW, 15 August), the first line of the 
story mistakenly read as: “A routine 
internal audit of processes has at 
Convergys India Services conducted in 
March this year by a team from the 
company’s US parent." The first line 
should have read as: “In March this 
year, a routine internal audit of 
processes was conducted at Convergys 
India Services by a team from the 
company’s US parent.” 










We regret the error. 
pM Y 
| Write in at | 
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cover story 23 Real Estate Survey 


What's behind this unprecedented boom in Indian real estate? Businessworld takes a close look at all the 
factors fuelling the building spree. What's clear is that this time the boom is based on real demand 
matched by fresh supply across India. 


30 Emerging Markets Development is happening faster in some smaller cities and towns. 
38 Price Economics The fear that speculation is driving the current boom is unfounded. 
42 Low-cost Housing The next big thing in India, as the high-end market saturates. 
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s Riding On The Yuan  .« The Pilani Proposition - 
Following the revaluation of the yuan by China in the last The streamlining of 

week of July, India's foreign exchange reserves showed their Pilani Investments 

largest weekly increase since December 2004. Why? | shareholding had 


been tried before. A 
look at how B.K. 
Birla and Kumar 
Mangalam finally 


9 Telecom Texas Instruments’ new technology and 
how it could crash mobile phone prices. 


12 Politics Why finance 
minister P Chidambaram’s 
tendency to spike any pro- 


consolidated their 
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a Uri l holding company. B.K. Birla: Upping the ante 4 
posal from oil minister Mani 
Shankar Aiyar is damaging. 48 Interview Cyprian D'Souza, chief people officer, 
4 P Chidambaran (L) & Mani Kanbay interviews Peter Capelli from the Wharton School of 





Shankar Aiyar: Little love lost | Business on issues in HR today. 
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a On the way to Niliwadi, Warna district, Maharashtra 


The national media has almost exclusively focused on the 
floods in Mumbai. BW travelled in the flood-hit hinterland — 
and came back with this tapestry of impressions. 





64 Bookmark An intimate, detailed and honest story of | 
dotcom dreams gone awry. Also, Tom Peters' new series. | 
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but all major cities should be made capitals of 
city-states and freed of rural robber politicians 
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The real estate rush 


NDIAS cities and towns are experiencing a new bout 
of construction, in both housing and commercial 
property. This is driven by two factors: rising 
aspirations of a growing middle class and the very 
gradual cleaning up of what has been one of the most 
corrupt businesses in the country. Much of the consumption 
boom is fuelled by loans from banks and other financial 
institutions and there are clear indications that this is forcing 
a reluctant industry to operate with greater transparency. 

That's the good news. 

The bad news is that state governments and civic bodies 
have not yet woken up to the task of building the kind of 
cities and towns that India needs. Even new urban centres 
like Gurgaon lack the kind of public infrastructure that other 
cities around the world take for 
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roads that can take the new 
traffic. The monsoon disaster in 
Mumbai is a prime example of 
what happens when fast growth 
meets slothful governance. 

As we have said in these 
columns before, this is the basic 
contradiction in the country 
today: one of the fastest-growing 


The 
great 
urban 





governance systems in the world. That is why this cover story 
is a message of both hope and despair. The growth urges of 


the economy remain strong, but if town and city planning do 


not match up, we could be heading for disaster. On page 36, 


| we look at regulatory changes that are needed to make the 


most of the opportunity 
When a construction boom of this kind takes place, the 
inevitable question arises: how far are we from a bust? The 


| writers of this weeks package argue that the boom this time 


is driven more by real demand than by speculation, unlike in 
the nineties. This is no guarantee against a bust, but this 


| does mean that the long-term growth prospects of the 


industry are on more solid ground. "What we are seeing is 
the ‘mainstreaming’ of the real estate business. That could be 
good news for both consumers and businesses,” says 
associate editor Vanita Kohli-Khandekar, who put this 
package together with senior correspondent Rachna Monga. 
Take care where you are investing, though. 
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POLITICS/UPA 


Nailedby 4 
Nanavati 





again exposed by the storm 
raised by the Nanavati Com- 
missions report on the anti-Sikh riots in 


1984. The report has held senior Con- | 


gress leaders Jagdish Tytler, Sajjan Ku- 
mar and H.K.L. Bhagat responsible for 


fuelling the carnage after the late Prime | 


Minister Indira Gandhi's assassination 
by her Sikh bodyguards. The riots killed 
3,000 Sikhs in Delhi alone. 


Two days of protests in Parliament | 


HE Congress leadership's lack | 
of political skills was once | 





and outside forced the resignation of | 


Union minister Jagdish Tytler. But not 
before Prime Minister Manmohan 
Singh, UPA chairperson Sonia Gandhi 
and the entire Congress party had egg 
on their faces. The government had 
been sitting on the Nanavati report, 
without ever imagining the kind of 
furore it would arouse. Clearly, the Con- 


I 
| 
| 
| 
| 


gress leadership felt the government 


could simply bluster its way through. 
These calculations proved com- 
pletely wrong. Not only did the Opposi- 


tion go berserk in Parliament and Sikh | 


demonstrators took to the streets after 
the report was tabled, the Left, a crucial 
prop of the UPA, took an openly hostile 


stance. Left leaders even threatened to | 


support an adjournment motion 
pressed by the Opposition on the issue 
— a move that could potentially bring 
down the government. 

Cornered, the Congress appeared to 
be in panic. Sonia Gandhi's chief trou- 





| 
| 


| 





Families of the victims have called 
Tytler's resignation a mere eyewash 


ble-shooter Ahmed Patel was sent to 
Tytler suggesting that he resign, but the 
minister was in no mood to oblige. Ulti- 
mately, after two days of pandemonium 
in Parliament and street demonstra- 





| 
| 
| 


tions outside, the government managed | 
to work out a deal that sought to save | 


face with Tytler's resignation. Soon after, 


Sajjan Kumar stepped down as the | 


chairman of the Rural Development 
Board, a Delhi government post. 

The episode has certainly dashed 
Congress's hopes of regaining the sup- 
port of the Sikh community after elevat- 
ing a Sikh to the prime ministerial posi- 


tion. Prime Minister Singh's promise of | 


bringing the guilty to book seems un- 
likely to repair the damage. This may be- 
come evident in the coming state as- 


sembly elections in Punjab, where the | 
ruling Congress faces a now galvanised | 


Akali Dal. 


The Prime Minister can console | 
himself with the departure of a minister | 


whose entry to the Cabinet he had bit- 
terly opposed, but was forced by a sec- 
tion of the Sonia Gandhi coterie to ac- 
commodate in a specially created 
Ministry for NRIs. Tytler, however, failed 
miserably in the job, not being able to 
visit several key NRI catchments like the 
US and the UK for fear of protests by 
Sikhs overseas. a 


AJOY BOSE | 
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ALLit the ‘yuan effect. Following 
the revaluation of the Chinese 
currency, Indias foreign ex- 
change reserves rose by $3.06 billion be- 
tween 22 July and 29 July. It's the biggest 
weekly jump since December 2004. In 
the short term at least, the pressure on 
the rupee to appreciate substantially 
will be intense, making it even more dif- 
ficult for the Reserve Bank of India (RBI) 
to manage the monetary policy. 
Chinas revaluation of the yuan by 
2.] percent was greeted with sighs of re- 
lief across Asia. Central banks in the re- 


| gion could now allow their currencies to 


appreciate a little without losing export 
competitiveness. However, many ob- 
servers say the revaluation was too 
small and warn that in the short term 
speculators could pump even more 
money into markets across Asia, betting 
the yuan, as well as other Asian curren- 
cies, would rise further. The rise in In- 
dian reserves seems to confirm this. In 
the last week of July, Thailand's reserves, 
too, rose by $397 million, the biggest 
weekly jump since the end of May. The 
big guns China and Japan havent yet re- 
ported their reserves data for July. 
Expect India’s reserves to rise more 
in the coming weeks if the FIIs’ romance 
with Indian stockmarkets continue. For 
the first five days in August, net FII in- 


ACED with severe congestion 

at airports, especially in Delhi 

and Mumbai, the Airport Au- 
thority of India (AAI) is trying to get 
airlines to reduce runway occupancy 
and improve efficiency. 

A recent circular says that unless 
an aircraft departs within five min- 
utes of its filed departure time, it will 
lose priority and be considered for 
start-up depending on the traffic situ- 
ation. The circular also specifies the 
taxiing speed and gives the air traffic 
controller the right to take an aircraft 
out of sequence if it is seen to be af- 
fecting smooth operations. 

"Till now, there was no speed re- 
striction or regulations to ensure 
smooth flow of traffic during the final 
approach phase and while taxiing; 
these new guidelines will help," says 
an airline operator. At times, pilots do 
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FOREIGN EXCHANGE RESERVES 


- Shooting on yuan rejig 


vestment in the market was around | 
$580 million, compared to $1.783 billion | 


for the month of July. 

It's clear that the RBI has continued 
to prop up the rupee by buying dollars 
after the yuan revaluation; the rupee ap- 


gains. It now trades at virtually the same 
level as it did before the revaluation. 


lion since the end of last year, forcing the 
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RBI to sterilise the dollar inflows (by sell- 
ing securities into the market to mop up 


| the rupees released as a result of the dol- 


lar buying) so that it could keep mone- 
tary policy under control. In the weeks 


| leading up to the yuan revaluation, re- 
preciated by 10 paise only to lose those | 


serves had declined and the pressure on 
the central bank to sterilise inflows had 


| fallen considerably. That pressure is 
Forex reserves have risen by $9 bil- 


now back with a vengeance. a 
AVINASH CELESTINE 
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AVIATION 


Airlines put 
on a tight leash 


- not complete the pre-departure formali- 
ties before entering the active runway. 

Industry sources say there is no mecha- 
nism to identify the actual runway occu- 
pancy time and pinpoint the responsibil- 


| 








ity to the pilot. This leads to delays. 

Now, if an ATC sees that an air- 
craft is not starting its take-off run af- 
ter it has been given clearance, he 
can cancel the clearance and ask 
the pilot to vacate the runway to 
make way for the next aircraft. 

The AAI is also putting in place a 
slot management system. At pre- 
sent, route clearance is given while 
the aircraft is taxiing and this diverts 
the pilot’s attention from the 
job at hand. A slot manage- 
ment system would reduce 
conversation at the time. 

According to airline opera- 
tors, till ground infrastructure 
is improved — and that will 
take some time — these new 
procedural changes can help 
reduce delays. LI 

ANJULI BHARGAVA 
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TELECOM 


Tl tech to halve 
mobile prices 


NEW single-chip technology 

developed by Texas Instru- 

ments (TI) for mobile 
phones could bring down the price 
of the cheapest handsets to as low 
as $20 (about Rs 900). Existing 
technologies require handsets to 
use at least two chips and the 
cheapest handsets sell for about 
$35-40 (about Rs 1,500-1,800). 

While almost 80 per cent of 
the world's population has mobile 
coverage, only 20 per cent take 
mobile connections mainly be- 
cause handsets are costly. TI's 
technology could bring about a 
quantum leap in affordability. Says 
TI chairman Tom Engibous: "It will 
reduce the electronics bill of mate- 
rial for handset manufacturers by 
30 per cent." Chips account for as 
much as 60 per cent of the total 
component cost in a handset. 

TI has managed to get the digi- 
tal audio portion (which handles 
voice) and the radio frequency cir- 
cuits (it sends the signal as radio 
waves) onto a single chip. The first 
handsets using the single-chip 
technology are likely to hit the 
market by March 2006. 

This could be just what India 
needs. The country is looking to 
add another 150 million mobile 
subscribers over the next 30 
months and cheap handsets will 
go a long way towards achieving 
that target. The bulk of the devel- 
opment, designing and testing of 
this chip was done at TI's develop- 
ment centre in Bangalore. That's 
why the global launch of the chip 
was done in Delhi. 

While BPL will launch handsets 
developed in India soon, Quasar 
Innovations has developed a dual- 
SIM phone for UK operator Primus. 
Expect more companies, Indian 
ones too, to design and make mo- 
bile handsets in India. * 

ANUP JAYARAM 


- Ready fo 


OCA-COLA In- 
dia is planning 
to launch two 


energy drinks, Burn (R) 
and Full Throttle, in In- 
dia in 3-4 months, say 
company sources. 
These are likely to be 
imported and sold for 
Rs 70-90 for a 330 ml 
can. Says an industry 
watcher: "After Pepsi launched Gato- 
rade, Coke was under pressure to 
launch its own sports/ energy drink." 
Red Bull had been launched earlier. 

When contacted, the Coca-Cola 
spokesperson said: "We keep evaluating 
initiatives from time to time. There are 
no plans to launch energy drinks in the 
immediate future in India." Coke had 
brought out energy drink Shock in 2001, 
but had later withdrawn it. 


Energy drinks still account for less | 


than 1 percent ofthe sales of companies 








COCA-COLA 


r Full Throttle 


like Coca-Cola and 
Pepsi in India, but the 
global picture is differ- 
ent. Such drinks con- 
tribute about $4 billion 
a year to the $54-billion 
global soft drink sales; 
the category is growing 
at 8 per cent a year. 
Meanwhile, tradi- 
tional sugar-based car- 
bonated soft drinks, although still big, 
are losing market share to juices, bottled 
water, and health & energy drinks. The 
share of colas in the soft drink market 
are expected to fall from 64 per cent in 
2002 to 61.8 per cent by 2007. So, now, 
Coca-Cola and Pepsi are focusing on the 
‘other categories’. This has been borne 
out by Coke's launches in the last two 
years, many of them in new categories 
like Sunfill (a dilutable), and the Georgia 
range of beverages. a 
NANDINI VAISH 








VINING 


Coóntentious ore 





HE granting of mininglicencesis | 
turning out to be a contentious 


issue. In Jharkhand, the public 
sector Steel Authority of India (SAIL) 
has expressed displeasure at the possi- 
bility of Mittal Steel being given iron ore 
mines in Chiria. While the state govern- 
ment has cancelled three of SAILs 
leases there and the move is being con- 
tested in court, the Mittal Steel team 
was shown mines in the same area. 

In neighbouring Orissa, the issue is 
with Posco. Here, Gandhamardan and 
Malangtoli, mines held by the state gov- 
ernment, are under litigation. That is 
because a joint venture gone wrong be- 


tween the Orissa Mineral 
Corporation (OMC) and 
global mining giant Rio 
Tinto. Reports say that the 
state government is look- 
ing at apportioning a part 
ofthese mines to the 
Posco project. 

But both the state gov- 
ernments deny that they 
are trying to allocate dis- 
puted mines to new in- 
vestors. Says Bhaskar Chatterjee, chair- 
man, OMC, and principal secretary 
(steel and mines), Orissa government: 
"Provision for supplying iron ore will be 
made from areas that are not under any 


GOUTAM ROY 


_ litigation." Observers add the govern- 
, ments can only apportion a mine once 





an application for a reconnaissance 
permit or prospecting licence is made. 
Jharkhand secretary (mines and geol- 
ogy) Arun Kumar Singh asks: "When a 
matter is sub judice, how can we take a 
decision to allocate the mines?" 

But as long as steel remains hot, 


| more such issues are likely to crop up. W 


PALLAVI ROY 
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Bharti overhauls 
customer care 


HARTI-TELEVENTURES is 
H overhauling its customer 

care call centre operations, 
something it had been evaluating 
over the last 10 months. 

Now, it has outsourced customer 
care calls to four service providers 
— IBM-Daksh (40 per cent), Tele- 
tech (about 10 per cent), and Hin- 
duja TMT and Mphasis BPO (about 
25 per cent each). The deal, for 5-7 
years, is worth about Rs 1,000 crore 
with billing rates of Rs 4.50-5.00 a 
minute, almost the same as that 
paid by international customers. 

Earlier, Bharti was working with 
about 13 local call centres with a 
billing rate of about Rs 3 per an- 
swered call. Nortel will provide the 
technology platform. 
The vendors will cre- 
ate 6,000 seats 
across India to ser- 
vice the 12-mil- 
lion-plus Airtel — c— —— 
subscribers. | BP 








Bharti will retain a 8U22 


1,500-seat in-house call 
centre for its high billing customers. 
The company is paying a higher 
price to ensure better quality and, 
hence, check customer churn. Says 
an industry analyst: "For the ven- 
dors, it means mitigation of risk in- 
volved in overseas call centre busi- 
ness where billing rates for routine 
work are about $7-9 an hour." 
Domestic operations for vendors 
are cheaper. The fully loaded cost of 
setting up a domestic call centre is 
about $2,500 per seat, while for an 
international centre it is about 
$6,500. The salaries they pay are 
also 10-15 per cent lower and they 
see lesser attrition as the work is 
day-time. Also, there are no accent 
training costs, although vendors 
have to look for local language ex- 
perts. The domestic call centre mar- 
ket is worth $600 million. It employs 
over 30,000 people and is growing 
at about 22 per cent a year. x 
SHELLEY SINGH 
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HE battle between finance 
minister P. Chidambaram (L) 
and petroleum minister Mani 
Shankar Aiyar is posing a ma- 
jor headache for the UPA government. 
Both ministers have been at logger- 
heads since the formation of the gov- 
ernment last year. This is fuelled not just 


__. bydifferent views on how to manage oil 


prices, but also a two-decade-old per- 


*—7 sonal animosity between the two old 


cronies of the late Prime 


DILEEP PRAKASH 





POLITICS 


thin the UPA 





over the past several months. These in- 
clude more subsidies on LPG and 
kerosene and the restructuring of cus- 
toms and excise duties on crude oil and 
petroleum products. In fact, it is becom- 
ing a common belief that any request 
from Aiyar will be routinely turned 
down by Chidambaram. 

The battle between the two goes be- 
yond oil subsidies. Recently, Aiyar, with- 


out consulting Chidambaram, knocked | 








Minister Rajiv Gandhi. 
Recently, Aiyar wrote to 

the finance minister asking 

for a share for his ministry 


ofthe over Rs 50,000 crore | 
. oil cess. He argued that the 


Companies 


money could be used to _IndianOil 
/ pay for the oil subsidies þrengra 
wy provided by the govern- mar 
_ ment to keep the oil prices Felrotóins 
\ / checked. The govern- 


ment' reluctance to raise 

/ theoil prices despite soar- 
~~ ing global crude prices has 
\ landed India's oil PSUs in 
/ the red. However, the fi- 

. ., nance ministry has dis- | 
\/ missed this as a “quick-fix 
solution”, saying the oil 
cess proceeds would go 
into development projects. 

The finance ministry 
has given a similar re- 
sponse over the petroleum 


ministry's numerous pleas = 


| EEUU Wie 


OR the first time ever, all four of India's oil PSUs incurred 
losses during the first quarter of 2005-06. IBP is about to 
become the first oil company to go under the ambit of the 
Board for Industrial and Financial Reconstruction (BIFR). As of | 
30 June 2005, it had a net worth of Rs 324 crore. After a first 
quarter loss of Rs 233.97 crore, it lost another Rs 189 crore 
in July. As things stand, it could see its entire net worth 
eroded very soon. At the current rate, provided crude prices 


Melting net worth 


RACING INTO THE RED 


Networth on Networthon Lossesin Q1 Lossesin July 
Jun 30 2005 Mar312005 2005-06 
25,926 25,984 54 
7,991 8,439 508 
5,957 6,388 431 
324 660 234 


All figures in Rs crore | 
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2005 





off the sole finance ministry nominee 
on the ONGC board. What followed is an 
exchange of nasty correspondence be- 
tween the two ministries, eventually 
forcing Aiyar to accommodate not one 
but two finance ministry nominees on 
the boards of ONGC and ONGC Videsh. 

Things worsened a few months ago 
after Aiyar voiced his open opposition 
to disinvestments in profit-making 
public sector units (PSUs). Worse, his 
letter accusing Chidambaram of “sell- 
ing the family silver” was leaked to the 
media. This, apart from causing major 
embarrassment to the government, 
gave political leverage to an already agi- 
tating Left Front. 

The Mani-Chidambaram rivalry 
goes back to the days of the Rajiv 
Gandhi government in the 1980s. In 
1996, after Chidambaram abandoned 
the Congress to join the Tamil Manila 
Congress (TMC), Aiyar wrote a series of 
scathing newspaper columns describ- 
ing Chidambaram as a traitor. Later, de- 
posing before the Jain Commission en- 
quiring into Rajiv Gandhi assassination, 
he accused Chidambaram of minister- 
ial incompetence and covering up for 
the DMK, which the latter had earlier 
held culpable for the assassination. 

Aiyar doesn't have backing within 
the Cabinet in his fight with Chi- 

dambaram. Prime Mini- 

| ster Manmohan Singh is 
reportedly annoyed with 
him for his leaked letter to 
the finance minister, and 
his overenthusiasm over 
the Iran gas pipeline. Aiyar 


———— 








744 — | has also antagonised exter- 
475 | nal affairs minister Natwar 

Singh by often straying into 
400 | the latter's turf through his 
189 | oil diplomacy. 


However, he can count 
on the Left, which increas- 
ingly views him as their 
man in the Cabinet. "Mani 
is doing a great job and we 
agree with him on paying 
for fuel subsidies from the 
oil cess. In fact, we were the 





ones to first make the sug- 
gestion during the last 


do not rise further, BPCL can avoid going to BIFR for another | Budget session,” said 
13 months, HPCL for 20 months, and IOC for 35 months. W ^  Nilotpal Basu, a senior 
ANUP JAYARAM | Marxist leader. iH 
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Adverse conditions. 


Bosch makes it perfect 
for safe driving. 


*w generation Anti-lock Braking Systems (ABS), Electronic Stability Programme (ESP), Traction Control System (TCS) and 
r Bag Control Units - Bosch invests billions of euros to enhance vehicle safety and performance. In India, Bosch and Mico 
e working together to ensure your vehicle has access to the world’s best technology. Bosch, the largest auto component 
pplier in the world and Mico, the largest in India, will together make mobility Clean, Safe and Economical. That's The power 
We - giving you the best of both worlds. So the next time you’re on the road, you can weather all conditions confidently. 


The power of We 








HE US is becoming less prof- 





V itable as a market for Indian 
x7 drug makers with margins at 
é home outstripping those 


\ / earned across the Atlantic. According to 
French brokerage CLSA, the difference 
is no less than 20 percentage points. 

For instance, Dr. Reddy's finished 
dosage forms business in the US earns 
a gross margin of about 50 per cent of 
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sales compared with 
70 per cent of sales in 
India and Russia, it 
says. Mumbai-based 
sun Pharma's US 
arm, Caraco, clocked 
gross margins of 46 
per cent in the US in 
the second quarter of 
2005, compared to 61 
per cent in the same 
period previous year. 
Suns gross margins in India would be 
fatter than that. Indian companies tend 
to make average gross margins of 
roughly 55 per cent in finished dosage 
forms in India, but this is much higher 
for market leading brands, often more 
than 70 per cent. 

At a recent investor call to discuss its 
quarterly results, Ranbaxy Laboratories 
declined to comment on country-wise 
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PHARMACEUTICALS 


Is the US special 
no more? 


gross margins. Its US sales, however, 
have declined 11 per cent in spite of a 
26 per cent growth in prescriptions in 
the second quarter of 2005. 

The reasons for this pressure on 
margins are not hard to find. The mar- 
ket is seeing intense price-led competi- 
tion. Ranbaxy managing director Brian 
Tempest says the pressure is cyclical. A 
number of large generics companies 
have been launching the fewest num- 
ber of products in their history. 
Competition in older products has 
been going up manifold. 

5o what will it take to turn the trend 
around? Tempest suggests that consoli- 
dation could restore some sanity to 
players, as also more new products. 

Meanwhile, says CLSA, things could 
get alot worse — a possible slide of 6-10 
per cent — before margins get better. @ 

GAURI KAMATH 
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e GeoEngineering & GIS * Engineering & Design for Power, Process, Refinery & Petrochemicals * Mechanical Design & PLM * Internet and eBusiness * 


Pioneering Initiatives. Growing Markets. 


Rolta's pioneering efforts in a high technology knowledge-based business has earned it global 
recognition and intemational acclaim. 


The undisputed leader in GeoSpatial technology in India for nearly two decades, Rolta enjoys a 
market share of over 70% in this business and is the primary solutions provider to nodal agencies 


in Survey, Defence, Space, Environment, Hydrology, Telecom, Electric, and other sectors. 


What's more, it continues to be rated amongst the world's top GIS and Photogrammetry S/W 
service providers, executing complex and high value export projects for customers in US, Europe 
and Middle East. 

In the engineering domain, Rolta has carved out a market share of over 80% in the Plant 
Design Automation (PDA) segment in India, while in the Mechanical Design Automation (MDA) 
segment, Rolta provides a complete range of solutions and services encompassing all areas of 
the product lifecycle from “art-to-part” and beyond. 

Moving to the next level, Rolta in partnership with Stone & Webster Inc., one of the world's 
foremost engineering companies, has established a full service Engineering and Procurement 
Joint Venture Company Stone & Webster Rolta Limited and also set-up preferred partnerships 
with world leaders like The Dow Chemical Company. 


Rolta also provides cutting edge eBusiness and Intemet related security solutions and services. 
As a premier worldwide partner of Computer Associates, Rolta provides extensive services for 
high-end Consulting, Implementation, Enterprise Management, Security, Storage, Service 
Management, Rapid Application Development and offshore Software Testing on varied CA 
platforms. 

Rolta's market leadership is much more than a mere statistic. It is an indicator of the quality of 
Rolta's trusting relationship with its customers. And an effective guarantor of future business. 
Which is what you'd expect from a truly world-class company. 








> India's Number 1 CAD/CAMIGIS solutions provider 

> Amongst the world's top AM/FMIGIS & Photogrammetry services providers - , 

> Leading provider of Plant Design Automation Solutions in India, and preferred partner for providing 
Plant Engineering Design services globally to international giants like The Dow Chemical Company 

»- Joint Venture established with Stone & Webster Inc, USA, one of the world's foremost engineering 
companies for addressing large projects, in segments like power, petrochemical, refinery and others 

> One of the top-three Premier Global Service Partners of Computer Associates, worldwide, for IT 
services in the areas of Enterprise Management, Security, S/W Development & Testing 

»- Strong business partnerships with international technology leaders - Intergraph, Z/ Imaging, PTC, 
IBM, Microsoft, Oracle and others 

> Worldwide presence with over 3000 professionals, and state-of-the-art infrastructure including global 
connectivity and software development centers in India & USA _ 

»- Subsidiaries in USA, Canada, UK, Germany, Netherlands, Saudi Arabia, Middle East and a network 
of over 15 full-fledged offices in India 

> Top quality certifications such as ISO 9001:2000, SEI CMM Level 5, BS 7799, BS 15000 

> A leading Public Company with over 1,30,000 shareholders, profitable and consistently paying 
dividends since IPO in 1990 

» Ranked by Forbes Global for three years in a row (2001, 2002, . 2003) amongst the 200 Best 
Companies in the world (Sales upto US $ 1 billion), only eighteen such companies worldwide - 

»- impressive list of domestic and International Customers, such as: Saudi Telecom, British Telecom, 
National Grid, Verizon, Sodexho, Cingular, Shell, Technip, EDS Medical, US Army, ONGC, IOCL, 
LAT, Reliance, Indiana Supreme Court, Telus, Bechtel, Aramco, Phillips Medical, HSBC, Master 
Card, Bear Steams & Co, Indian Defence, EIL, BHEL, BSNL, Tata Chemicals, Pollution Control 
Boards, NRSA and many others 
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Managing Technology.. Maximising Value 
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. 7 into the black. Says chair- 
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EAL Images Media Technolo- 
gies, a Chennai-based digital 
media firm, could be changing 
the way films are distributed in 
Portugal and, perhaps, even in the US. 

It has designed, developed and im- 
plemented a film distribution system 
- for a network of 20 theatres in Portugal. 
Now, the company is negotiating with a 
US theatre chain and hopes to close the 
deal by the end of August, says director 
Senthil Kumar (R), who set up Real Im- 
ages along with Jayendra Panchapake- 
san (L). He refuses to say more just yet. 

In Portugal, Real Images and its part- 
ner, Bartholomeu Digital Cinema, were 
chosen over 15 other manufacturers in- 
cluding Singapores GDC, Belgium's EVS 
and US’ Avica. The Portuguese Ministry 
. of Culture, which will operate the the- 
atres through its Institute of Cinema 
and Multimedia, has invested 300,000 
" euros in the first phase. It aims to double 
the number of films on the central 
server (25 now) by the year-end, and ex- 
pand the network to include other Por- 
tuguese-speaking countries like Brazil. 

The system that Real Images has im- 
plemented involves having a server (ba- 
sed on the company’s Qube platform) 
with the films that is connected to many 





REAL IMAGES 


M LAT 


theatres. A theatre on the network can 
choose and download movies from the 
server through a Web-based interface. 
"Through this system, we want to 
caterto the demand fora different genre 
of cinema. It will also provide a platform 
for independent filmmakers to reach a 
larger audience," said Marco Espinheira 
from Hikari Global Consulting, which is 
advising the culture ministry. 
Meanwhile, in India, Real Images 





HMT 


Tractors to power U-turn 


MT is powering its turnaround 

with its tractor division. The 

state-owned company’s resur- 
rection began in 2000, when it started 
restructuring the organisation. From a 
single company, it split up into six sub- 
sidiaries, each for a different business. 

With this structure in place, it has 

focused on technology to bring its core 
businesses — tractors, machine tools, 
bearings and watches — back 








man and managing 
director M.S. Zayed: 
"Our focus now is on 
technology. By 2008, 
we expect to have a 
turnover of 

Rs 2,000 crore. Of 
that, 40 per cent 

will come from 





| tractors.” HMT had failed to cope with 


mounting competition. Its revenues fell 
from Rs 7,500 crore in 1999-2000 to 
Rs 1,500 crore in 2003-04. 

Best known for its watches, the 
company has now made tractors its 
flagship business. The recently-laun- 
ched Yuva, a 25 hp agricultural tractor, 
is the first of HMT's technology-led 
products. It is a no-frills version of its 
own 2,522 platform. 

In that category, the current options 
are Mahindra 245 Di and Swaraj 724, 
which cost Rs 2.65 lakh and 
Rs 2.75 lakh, respec- 
tively, after taxes in 

«3M Uttar Pradesh (UP). 
li RY In comparison, 

Ef Yuvawould come 
for Rs 2.12 lakh. The 
company claims 
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wants to increase its number of installa- 
tions from 32 theatres in Tamil Nadu 


now to 100 by the end-2005. It also plans 
to enter Andhra Pradesh, where it will 

set up demo theatres by end-August. 
India, with 70 theatres, is at the fore- 
front of the digital cinema revolution. 
More than five companies were work- 
ing to take that number past 2,000. (See 
‘The Second Wave’, BW, 6 June 2005). B 
NAMITHA JAGADEESH 








that it is also the most fuel-efficient In- 
dian tractor with a performance of 1.75 
litres per hour on road and 2.25 litres an 
hour in the field. The company expects 
the Yuva to sell 3,600 units a year, more 
than double the 1,500 units its current 
offering sells. 

Most of the sales, the company says, 
will come from states like Haryana and 
UB where the available single-cylinder 
25 hp tractors may not comply with the 
emission norms that will come into ef- 
fect on 1 October 2005. HMT is also 
looking to export to Bangladesh and 
other Saarc countries. 

Earlier, the company had launched 
two new tractors in the 65 hp and 75 hp 
segments. By the end of the year, it will 
launch the world’s first high-speed (60 
kph on road) haulage tractor. 

The company plans to leverage its 
watch technology to make health ser- 


_ vice instruments. It also plans to make 


high-end metal-cutting machines that 
India does not make at present. E:] 
AARTI KOTHARI 
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Italian elegance and style. 
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Experience in our Magnifica business class the “Made in Italy” lifestyle. 
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For more information please contact your TAAI / TAFI travel agent or Alitalia: 


Mumbai: 022 56630800 Delhi (Gurgaon): 0124 5026000 


www.alitalia.com 
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A-I flight 127 from Bangalore to 
Chicago lies bogged after the aircraft 
went off the runway in Mumbai 


restore any semblance of normalcy. 

A number of airlines suffered losses 
due to diversions and circling. SpiceJet, 
for instance, took three flights from 
Delhi to Mumbai during that period, 
but none of these flights managed to 
land at Mumbai's airports. Many agreed 
that the extent of rain and subsequent 
damage could not have been antici- 
pated. However, they felt that things 
simply fell apart and there was total lack 
of preparedness. ' 

Most modern airports have systems 
to deal with emergencies. According to 
Munich airport authorities, all runways 
at Munich meet International Civil Avia- 


CIVIL AVIATION/THE MUMBAI SKID 


MONS pilot s fault, but... 


cer 





DELAY in applying the 
brakes may have caused 
Air-Indias flight 127 to skid 
off its runway, indicates an 





\/ investigation by the Directorate Gen- 


/ sources, 
_, checked after the incident and 


eral of Civil Aviation (DGCA). The acci- 
dent occurred at Mumbai’s monsoon- 
lashed Sahar airport on 30 July. 
According to aviation ministry 
friction levels were 


were found to be normal. Before 


c7 the A-I plane went off, 464 air- 


craft movements, including 


normalcy, the government may have re- 
opened the runway too soon. 

While the airport authorities may 
have got a clean chit, airline operators 
say there is no emergency plan to deal 
with situations like the one in post-flood 
Mumbai. In fact, the Airport Authority of 
India chairman K. Ramalingam cam- 
ped in Mumbai for almost seven days to 


DGCA recast 


HE civil aviation ministry has set up a panel 


tion Organization (ICAO) standard of 
1.5 per cent transverse slope to ensure 
drainage of water. Runways are in- 
spected immediately after heavy rain 
and closed if there is more than 15 mm 
of standing water. 

As the texture of Munich's concrete 
runways has increasingly deteriorated 
due to frequent snow removal and coat- 

ing with a thin layer of rubber, 
impaired friction has become 
evident in recent years. So, in 
May, it started ‘grooving’ both its 
runways. According to Helmut 


under the chairmanship of former aviation 
secretary M.K. Kaw to look at restructuring the 
Directorate General of Civil Aviation. The idea is to 
update the rules and regulations, as well as the 
operations of the DGCA. The committee will try to 
bring in rules relating to pilots, training of pilots 
and ATCs, and operation of aircraft. It will also 
look at ways to restructure the regulatory 
authority itself. a 


\ / those of jumbo jets, had taken 
.' . place on the same runway. Air 
/ traffic control (ATC) had given 

- the necessary information to the 
pilot and he is the one who had 

' to decide whether to land or not. 
Anumber ofsenior pilots BW 

/ spoke to felt that the aircraft 
—; should not have landed. They 
also felt that in a bid to restore 


Vogt, vice-president (aviation 
premises and facilities), Munich 
Airport: "Expected results from 
grooving are improved friction, 
optimised drainage even under 
heavy rainfalls and reduced rub- 
ber build-up". Maybe, Mumbai 
needs to learn a couple of 
lessons from Munich! HB ow. 
ANJULI BHARGAVA 








Little wonder that c our competition is tru ly out-of-sight! 


: Ye it's true and even more emphatic | than 
. ever before! 3 


According to the latest report n onore 
_ Media Metrix, Monster India gets 65% more* e 
. unique visitors than its nearest competition. - 
.. Putting it simply, Monster attracts 165 unique vilitors 
Z for every 100 that our competition gets. 0 tS 
= . With an access to thousands of sought-after resumes 
_ . andafocused search, Monster is where all the action's 
. at! Hire the best professionals 24X7, 365 days 
- .. a year and always enjoy 65% more power added to ; 
yoi seirch, == 
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THE DAY YOUR HAIR NEEDS 2000 KGS OF THRUST IS 
THE DAY WE'LL MAKE ONE KIND OF SOFTWARE SOLUTION. 





Big ideas aren’t just for big businesses. But running a hair salon isn’t quite the same 
corporation. That's why SAP makes software solutions for small businesses like vours. With : 
qualified partners, we're able to pinpoint the right solution for your needs and then imple 


. . EA sx] 
h business fundamental 


your budget. At SAP, we know business fundamentals and we know what makes í 


| 


Tell us which industry you work in and get a free industry specific SAP CD, where you'll find all the answ« 
to your questions and valuable insights from SAP. Send in your details to info.india@sap.com. Fo 


details log on to sap.com/unique or call toll-free on 1600 44 5959. 
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May the best 
idea sell 


ICTURE a see-saw — an ad copywriter with his idea 
: 517%. 5 sitting on one end, and a client seeking the Big Idea 
MP on the other. Now imagine several such see-saws on à 
playground as wide as the worldwide web itself. Bear 
in mind that the same client could manifest on as many see- 
saws as she pleases, as can the person with the idea. That is 
ee T sau m -. OpenAd for you: it seeks to create a democratic Web-based 
M un did : playing field for ideas. 








. Deluge week ` 
d Mass 27% 





; een - Cable channel 13% 
N ; m L entertainment 1% z It is a powerful idea and, as far as we know, without prece- 
^ 2» e ^ dent. The process is simple. Clients hold a ‘pitch’ after submit- 
ovies 1% — p B a = > Engish rove 7 tinga creative brief to OpenAd, which posts the brief, for a fee, 
i : Se ge iae m. -on the site. Anyone using the portal can respond to the brief; 
i 2 “Target group: cs. 4+ years, |. ^". theideathat best meets the clients brief wins a cash prize. 


And now, 18 months after the London-headquartered 
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Finding 
ideas for 
your brand + 
are feesh, — 
unpublighed ano unk kegy The worki's Target 
unbranded cnbstivé ideas gallery is af your disposal. 
eoncepia ie gae in semi 

gien dasim 

aod marketing 

services. 
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ENIOR-LEVELexitsin | building retail presence, 
PepsiCos sales and mar- | andon-ground consumer 
keting division continue. | activation." According to 
The latest to quit is Lloyd _ ORG-Margs retail data on 
Mathias, executive vice- | GSM phones, Nokia has a 
| 
i 






e van on news: went up pby 57p per cent over the previ- i 
eek imt viel highestju jump came from the Hindi- 


president, marketing. Math- | market share of 74 per cent 
ias, 38, has joined Motorolas | against Motorolas 4 per 


mobile devices divisionas | cent. Mathias would bank 
marketing director. After 14 | on both mass media and be- 
: sin other parts s of the nation years of marketing bever- | low-the-line media to 


ages, Mathias is already say- achieve the daunting target. 
ing "Hello Moto"! | At PepsiCo, Mathias headed 
His mandate at Motorola | national promotions and 
is to “shake off Nokiasover- oversaw visibility initiatives 
@ whelmingpresencethrough | including signage and retail 
a judicious mix of brand- | merchandising. 


e Aega news of rela- 


BUSINESSWORLD 20 .. 2 AUGUST 2005 


NER 


meee e qut y rr Mode NBI feb 0MEI AVR St m mes apa S Iota Nit eite EIRP wa 








RENE o e ERE 





Aa e i ata erem tta ag ag m rao rr eir aua tot tt n Ar Sri MP ADPTHIH AR Pe raa tarn m Stats A Aa itta atas NER a E ainan eana SUPR BST rine ge tee nei M PATI e rrr m 


ourage to start HCL back in 1976 by virtually inventing India's IT and Technology industry. The courage to have two out of- 3 


as 


E 
EA 


every five people dedicated to R&D, right from day one. ‘The courage to develop India's first totally indigenous micro-computer in 


| 1978, at the same time as Apple and three years before IBM launched their first PC. Today, when everyone has been talking about 
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"^ ‘being part of the billion dollar club, we hit the two billion dollar mark in December last year. This is not really surprising when you 


consider HCL's expertise: ranging from selling more PCs in India than any other brand, to running Northern 
Ireland’s largest BPO operation. Or from designing systems to land the world’s most popular airl ie 
world's worst possible visibility, to managing the network for Asia's largest stock exchange. After all, in our 


business, leadership has always been as much about courage as technology. HCL. FEAR! 
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25,000 PROFESSIONALS IN 15 COUNTRIES 
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edom, as opposed to the usual processes and 
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. When we were still a tiny start-up, for example, we outbid the 












HCL back in 1976 we didn't 
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hierarchies. A mindset that constantly 


. When we started 
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OpenAd.net entered the virtual world 
with this model, it is preparing for 
what one co-founder, Katja Skoberne, 
describes as its “coming of legal age” 
phase. Before the end of this year, the 
portal would have made its general 
sales gallery, OpenShow, exclusive to 
subscribers. “Upon opening Open- 
Show, OpenAd.net will become en- 
tirely subscription-based for clients; it 
will still be free of charge for cre- 
atives," says Skoberne. This promises 
to be a major revenue stream, in addi- 
tion to the revenues from ideas sold and the amount charged 
to clients for making a pitch. 

OpenAd has offices in London (where it has got the best 
response), the US, Australia and Slovenia. Now it plans a pres- 
ence in India. "We are thinking of offering service to Indian 
authors and clients with an Indian insight, as well as to moni- 
tor the market,” says Skoberne. She and Vital Verlic— OpenAd 
was his brainchild — will be in Mumbai in September, not on 
account of OpenAd's India plans though. India is also one of 
the countries where OpenAd advertises extensively. 

Atlast count, OpenAd had 3,146 authors (from students to 
senior creative directors) across 36 countries responding to 
pitches made by clients that spread across sectors like food 
and IT to consumer services. 

On the face of it, it's as inspiring an idea to advertising as 
Napster was to music in 1999. But no idea comes for free, 
which is why Skoberne, a native of Slovenia, prefers an anal- 
ogy with eBay. It recognises the legal challenges of being a 
global platform for ideas, and is working hard on areas related 
to intellectual property rights. "It is the sellers' responsibility 
to enter only ideas that they own. We draw the author's atten- 
tion to these facts in addition to their signing contracts ahead 
of submissions where they agree to this," she explains. 

The access to OpenShow being subscription-based will 
also help it counter the danger of piracy. E 
KUNAL N. TALGERI 











force the brand." 

But there has to be some 
difference between market- 
ing mobile phones and soft 
drinks? Not much, thinks 
Mathias. Colas talk to the 
young and so do mobiles, he 
feels. The big difference is 
that "soft drinks, unlike mo- 
biles, is a completely im- 

| pulse-driven category. But 
the big truth in cola market- 
ing holds good for mobiles 
too — "You've got to woo the 
consumer all the time.” Wi 
NANDINI VAISH 





Do promotions, espe- 
cially below-the-line ones, 
get noticed? Says Mathias: 
“They are becoming increas- 
ingly visible in the marketing 
mix. But they should rein- | 





MEDIA ROOM 


HY did Lachlan Murdoch quit News Corp.? According 

to the buzz within the company, chairman Rupert 
Murdoch's eldest son was feeling left out because of CEO 
Peter Chernin. Chernin is also the reason the stockmarket 
hasn't reacted too badly to Lachlan's departure. Most ana- 
lysts are happy that he is clearly in control now. Lachlan, 
the deputy chief operating officer and publisher of the New 
York Post, was widely believed to be a frontrunner for the 
top job of the about $22-billion (June 2004) News Corp. 

That was till brother James Murdoch, written off as the 
wild one in the family, came into his own. After having blown 
up over $300 million figuring out the Internet, James came 
of age as the chairman of Star Group, News Corp.’s Asian 
operations. As Star turned around and India delivered 
record profits year after year, analysts understood why the 
senior Murdoch had paid $825 million for the only company 
broadcasting into China and India in the early 1990s. At a 
little over $350 million in revenues, India continues to be 
the star in News Corp.’s Asian portfolio and James has 
proved himself all over again with the British BskyB, a 
tougher assignment than Star. 

Suddenly, there was an alternative to Lachlan. Whispers 
about Chemin and Murdoch's desire to offer a slice of the 
family's 30 per cent share in News Corp.. to his two chil- 
dren from his current wife, isolated Lachlan even further. 


HILE on Star, everyone wants to know whether KBC2, 

the show that led the channel's tumaround in 2000, 
will make money. The fact is that KBC2 has been pre-sold 
so heavily that, like a good Hindi film, it probably made 
table profits' even before its launch on 5 August. There are 
only 85 episodes, ad seconds are limited, and so is spon- 
sorship. Plus, there are other revenue streams, like SMS. 
According to aMap data, the ratings were high on the day it 
launched and then fell a bit over Saturday and Sunday. But 
for Star Plus, KBC2 achieved what it was supposed to — it 
pushed up the channel's sagging weekend ratings. LI 

VANITA KOHLI-KHANDEKAR 
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The author is consultant 
editor of The Telegraph. 


Not just 
Bombay, 
but all 
major cities 
of India 
should be 
made 
capitals of 
city-states 
and freed 
of rural 
robber 
politicians 


Give Paen 
independence 


OMBAY'S misfortune was entirely | the Shiv Sena tried something similar. But it did 





fortuitous. It is a rainy place; get- 
ting three times the rain it had ever 
before received would have 
caused havoc in any circum- 
stances. But Bombay has many other prob- 
lems. And it has missed the bus — Bangalore 
and Madras have overtaken it in attracting new 
activity. So its woes have occasioned much 
breastbeating and finger-pointing. The ques- 
tion has again come to the fore whether being a 
part of Maharashtra is good for Bombay. 

This question first arose when Maharashtri- 
ans were trying in the 1950s to secede from 
Bombay State. When states were reorganised 
linguistically in the 1950s, Gujarat and Maha- 
rashtra were initially kept together because of 
Bombay. It was a multilingual city; it was indus- 
trialised by Gujarati and Parsi capital, and it had 
a large north Indian population. But politicians 
started a Samyukta Maharashtra movement, 
and disrupted life in Bombay so much that the 
Central government was forced to divide up the 
state. At that time, it was proposed to make 
Bombay a separate state; but the same move- 
ment made it impossible with its violence. 

That was the beginning of the end of Bom- 
bay. Annexation by Maharashtra was not the 
only reason for its decline. Industrial licensing 
did more harm. When the textile mills faced 
competition from small factories housing a few 
powerlooms, which sprang up in Bhiwandi, 
Kolhapur and Surat, they could not respond 
because of licensing restrictions. Trade unions 
were the other destructive force; they kept up 
wages and made the mills uncompetitive. 
Slowly, Bombay lost its place as India’s premier 
industrial centre. 

In West Bengal, the decline of industry 
caused a revolution. Workers of the factories in 
trouble formed the backbone of CITU. Their vi- 
olence made industrialists run away from Cal- 
cutta. But the political movement they created 
worked out a technology of snuffing out dissent 
and monopolising political power. In Bombay, 
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not have the dedicated workers or the bureau- 
cratic organisation to spread out across the 
state. Its leaders got too busy enriching them- 
selves and getting close to Bollywoodies. So it 
could not spread outside Bombay and sew up 
Maharashtra as the CPM did West Bengal. 

The industrial decline of Bombay was 
concealed by the fact that it continued to be 
India’s financial capital. Indeed, after the stock 
markets were computerised, and after Sebi 
forced cartelisation on the financial industry, 
the dominance of Bombay increased. It is 
because of the financial sector that Bombay 
continues to make so much money — and to 
pay almost two-fifths of India’s income tax. 
Living and working conditions remained good 
for the rich; and the rich are a magnet for the 
beautiful. So Bombay also became the capital 
of glamour. Malabar Hill is still the most cov- 
eted address in India. 

But this is just glitter at the top; underneath, 
the Bombay economy has been hollowed out. 
We talk of making a Shanghai out of Bombay. 
But Shanghai has a hinterland whose industrial 
output exceeds India’s. Its port handles ship- 
ping traffic that approaches India’s total traffic. 
Where is Bombay’s hinterland? If Bombay is 
separated from Maharashtra, it should be given 


its own hinterland. It should include territory ™ 


halfway up to Poona and Nasik; it should get 
ample space to grow, nurture and develop. 

But if Bombay, why not Madras, Calcutta, 
Delhi and Bangalore? Why not every major 
city? The linguistic state has outlived its utility. 
States should be designed to maximise devel- 
opment potential. A state should have an urban 
centre as capital and the surrounding country- 
side asits hinterland. The whole ofIndia should 
be divided up into states centering on its 100 
major cities. Such city-centred states will have 
more equal development opportunities. And 
more states will mean more competition 
amongst them; it will make them devise more 
innovative, development-oriented policies. Ni 





The story behind 
the big boom 
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The frenetic action 
in five small cities 
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The opportunity in 
low-cost housing 
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~ Indian Realty: 
A Survey 
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Whats behind this unprece- 
dented boom in Indian realty? 





B.K. RAMESH 





HIS is one frenzy that can be explained calmly. As the economy grows, REALTY CHECK 
we have more jobs and more money to spend. We spend it on eating % of GDP* 
out, shopping, and on houses. That means we need a variety of places China 6.5-6.7 
to do all these things in — homes, malls, offices and theatres. All this, in 
turn, has pushed Indian realty into dizzy growth. Over the last year, Singapore 9.8-5.9 
house prices have risen by 10-90 per cent and commercial property India 5.8-5.9 
prices by 10-30 per cent, depending on the part of India you are looking 
at. In some smaller cities like Pune, Jaipur and Kochi, prices have risen even faster. Hong Kong 4.3 
5o what, you could ask. Haven't we seen all this in 1995, when prices soared EIEN GE 40 
60-70 per cent within a year? Then they crashed even faster, didn't they? So what's j 
different this time around? US 4.3 
Several things, we would say. Too many fundamental things have changed in South Korea RA 
the decade between the booms. To begin with, housing finance rates in India l 
touched their lowest point ever, fuelling a manifold rise in bank credit to buyers. Australia 6.0 


At the same time, industries like information technology and retail grew at a fast ` onstruction sector as % of GDP 
clip. These factors combined to push the demand for houses and commercial A STAT TOTES 
spaces to never-before levels. Well, there was a sharp rise in demand in 1995 too. 
But what's different now is the quality of demand — this time, it's more from the 
end user rather than the speculator, it's more widely flung geographically, and it's 
coming from a much younger lot of the population. What's more, over this 
decade, the supply too has grown 3-4 times to meet a part of this demand. 

The decade has seen the opening up of the sector to foreign developers and 
investors. Indian builders have borrowed significantly more from banks and other 
institutions. A combination of all these factors has brought about a higher degree 
of transparency in this $12-billion industry. 

Most investment bankers Businessworld has spoken to recently said: "Forget 
media and telecom; look at real estate." Akshay Kumar, CEO of consultancy 
Colliers International, raves: "India is hot, and the timing is just right." 

True, today, the sheer range of projects being put up, the number of 
companies playing the sector, and the sorts of investment instruments used 
dazzles the viewer. This view of frenetic activity is reflected in changes within the 
industry too. For the first time, large Indian developers are moving out of their 

regional turfs and building in other cities. The larger ones, like DLE 

LL c. the Hiranandanis and Mahindra-Gesco are moving to other 
metros, whereas some others like Omaxe and the Ansals are 
starting to build in smaller towns near their traditional markets. 
Earlier this year, DLE which had never built outside Delhi and 
Gurgaon, paid a substantial Rs 702 crore for 18 acres of mill land in 

the heart of Mumbai. 

Developers today are also constructing different kinds of 
buildings at the same time — from houses and condominiums to 
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MARKET MAP 
The real estate pie $12 billion 


The projection $45 billion-50 billion in five years 


DEMAND 
Residential 20 million houses 
Commercial 200 million sq.feet over next five years 


SEGMENTS 
Residential 50% 
Commercial & office space 20% 


DEVELOPER MARGINS 
Residential 30-100% 
Commercial 25-45% 


Sources: DSP Merrill Lynch report, May 2005; industry estimates 


Top L: A Hyderabad construction by Malaysia’s IJM. Top R: The changing skyline of 
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malls and multiplexes. In Delhi, you 
have a mid-sized company like Omaxe 
developing NRI City, a township of 2,500 
apartments in Noida, a wedding mall of 
175,000 sq. ft in Gurgaon. DLF Univer- 
sal, known as a builder of townships, is 
| planning to set up Asia's largest mall in 
| Gurgaon, and Unitech is building a 
| whole new entertainment city in Noida. 
Foreign investors, too, are adding to 
. the buzz. By February this year, when the 
. foreign direct investment norms were 
_ eased further (reducing the minimum 
area that foreigners need to develop), 
about $3.3 billion of overseas money had 
been committed in Indian realty. In the 
next five months, this figure shot up by 
more than $1.5 billion. One estimate, by 
consultancy Chesterton Meghraj, has 
pegged the actual money hitting ground 
by end-2005 at $3.75 billion. 
Interestingly, one pattern has al- 
ready emerged among the foreign in- 
vestors — the Asian companies want to 
develop, whereas the Western compa- 
nies want to invest. The Indonesia- 
based Salim-Ciputra group wants to 
build a 390-acre township in Howrah, 
across the river from Kolkata. On the 
other hand, US-based institutional in- 
vestors like Calpers, investment banks 
like Morgan Stanley, and private equity 
firms like JP Morgan want to invest indi- 
rectly, through private equity stakes or 
dedicated funds. 
GE Capital has invested $63 million 
in Singapore-based Ascendas' India IT 


Capital has picked up a stake in India 
Bulls Financial Services, which in turn 
has floated a special purpose vehicle, In- 
dia Bulls Property, to invest in the sector. 
And US-based realtor Tishman Speyers 
has tied up with ICICI Venture for in- 
vesting in the sector. 

The pace of change on the invest- 
ment side has, in fact, startled some in- 
dustry watchers. “In most countries, 
real estate moves from unorganised to 
organised, and then from private invest- 
ment vehicles to private equity. In India, 
the transition is ha ppening a lot faster. 
Even though the industry is not fully or- 
ganised, private equity players are look- 
ing to invest using sophisticated finan- 
| cial instruments,” says Mridul Upreti, 
| head (corporate finance & investments, 
| capital markets), Jones Lang LaSalle, a 
| property consultant. 


Parks Fund. California-based Farallon | 
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Hiranandani 
| Constructions 
Gesco Mahindra - 
Marathon Realty 3 
| Kumar Builders. Pune 


Purvankara Projects, 
Bangalore 


Salarpuria Group, - 
Bangalore — 


Prestige Group. 

Bangalore 

Ceebros Property | 
Development, Chennai — 
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One reason for the rush of foreign in- 
vestors is that they expect far higher re- 
turns in India than in most developed 
markets. Whereas they expect 5-6 per 
cent developer returns in the US, they 
stand to pocket 20 per cent or more from 
the Indian housing market. And they 
have mostly focused on housing pro- 
jects, not commercial properties. “It’s 
easier for them to build and exit residen- 
tial projects in 2-3 years. The risks are 
much lower, as there is an assured un- 
derlying demand,” explains Upreti. Resi- 
dential properties today make up 80 per 
cent of the total realty demand in India. 

This is where we should pause. For 


all the promise and all the frenetic activ- | 


ity, much more remains to be done in 
Indian realty. Housing demand is still 
outstripping supply. The National Sam- 
ple Survey Organisation estimates that 
in another five years India will be short 
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of 20 million homes. An Ernst &Young 
report estimates that the IT industry 
alone will need 150 million -200 million 
sq. ft of space over the next five years. 

Roughly $24 billion will be needed 
over the next five years to satisfy this de- 
mand, At the present commitment of 
only $5 billion, we are not even a quarter 
of the way there. 

But given that interest rates are go- 
ing to rise from this level sooner or later, 
will the demand, and consequently, the 
prices, hold up? Will regulations and ur- 
ban infrastructure spoil the party? De- 
velopers, of course, are bullish. “This 
boom will carry on for another decade 
at least,” says Ajay Khanna, executive di- 
rector, DLF Retail Developers. But then, 
they would say that, wouldn't they? 

That's why we need to understand 
this boom and its constituents in a 
clearer manner. This survey will argue 


investment* 
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that what we are seeingis a nation catch- 
ing up on pent-up demand for houses 
and offices. Sure, we may see a few busts 
in local markets like Gurgaon (see 'Gur- 
: gaon: Is It A Bubble?’ on page 40). But, 
(^. fundamentally, this boom is good news 
for India. It's good because more people 
are getting their own houses. It's good 
because that is helping allied sectors like 
steel and cement. It's good because 
every rupee spent on construction adds 
75-80 paise to the country's GDP And it's 
good because it is changing this frag- 
mented industry from inside out. 


Younger, Bigger, Better 

The first and the most important factor 
behind this boom are the low interest 
rates — what's at 7-10 per cent now used 
to be at 15-16 per cent a decade back. 
Tax incentives on housing loans have 
increased too, as have salaries. So, for 
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Pune, 


i Combatore. Kochi 


Sources: Companies, 


the first time, the salaried Indian has 
been able to leverage current earnings 
to buy a future asset. 

It has also got to do with a key 
change in the Indian psyche, believes 
Renu Sud Karnad, executive director of 


would use other financial assets like 
gold, provident funds and deposits to 


borrow against. Now they keep these as- | 


sets intact and borrow,” she says. In ef- 
fect, the risk appetite of the average In- 
dian has gone up. 

One major factor influencing that 
change has been the changing age of the 


house buyer. Kapinjal Kulinder, head of 


research at Diwan Housing Finance, 
says that the average age of his com- 
pany's home loan customers has come 


down to 28-29 years, from about 38 years | 


in the early 1990s. And more of them are 
end users, not speculative investors. 
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Anuj Puri, managing director of- 
Chesterton Meghraj, says: “When we . 
started in 1995, it was a purely investor- 
driven market. The builder would smell 
money and quickly sell to investors, 
who in turn would sell to other in- — 
vestors. End users rarely bought at that n 
time. But today, they {end users] are dri- 





- ving the market.” 


Mumbai-based developer Niranjan. E 
Hiranandani agrees. He ec 
ratio of end users to investors (or specu 
lators) has changed from 60:40 in the 
mid-1990s to 95:5 5 now. This hasreduced — 
black money in property deals. Tu 
Other incentives for using dodgy | 
money, too, have lost relevance. Some 
states like Maharashtra have lowered 
the stamp duty on property deals from 
more than 10 per cent to about 5 per 
cent. So more property deals have 
started declaring more of the real value. 
Encouraged by a cleaner system, 





banks and financial institutions are. 
lending more to developers. Credit dis- 


bursalto the construction sectorhasal- — 
ready gone up from Rs 2,500 crore i| 
1997 to Rs 6,000 crore in 2004. “Today, ni 
havelenttoadeveloper |haveaccessto —— 
his balance sheets and accounts, and — 
can trace out that howthemoneyisbe- —— 
ing used, We couldn't do that earlier,” 

says Sud Kamad of HDFC. 

The industry itself has moved to- 0 | 
wards greater transparency. Two years ^... 
back, credit rating agencies Crisil and — 
ICRAstarted construction sectorratings ——— 
in association with the National RealEs- — 
tate Development Council. Till now, 
over 50 companies have gotten them- 
selves rated by these agencies. 

The cleaner money has also spurred 








| another big change in the industry — 
HDFC. "Earlier, they (house buyers) | 


that of delivering houses quicker. Peo- ^^ 
ple would have always wantedtogetthe ^. 
keys to their new homes as early as pos- 
sible. What has changed now is the in- 
vestors' focus on rotating their capital 
faster. Many are also insisting on penal- 

ties for late deliveries. 

“Five years back, it used to take us < 
two years to develop 50,000 sq. ft, and... 
the annual return on investment (Rol) 
was 15 per cent. Now, as we are able to. 
develop the same area in 14 months, the. 
Rol has improved to 22 per cent," says 
Ramani Shastri, chairman and manag- 
ing director of the Bangalore-based 
Sterling Developers. 
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Here, new technology has come of 
help. Mosaic floor tiles, which used to 


vitrified tiles, which can be fitted much 
| ing ready-mix concrete, slashing con- 
| struction time and ensuring more uni- 
-form quality. The use of pre-cast doors 
and window frames are not only reduc- 
ng fitting time, they are also shaving 
some 20 per cent from costs. 

- Ofcourse, there are still a number of 
_ developers who, denied bank funding, 
| are still resorting to dodgy cash. The 
| support of local politicians gives devel- 
B Opers enough elbowroom to skirt regu- 





B northern markets. That's why, though 
developers are breaking new ground in 
theSouth, West and East, hardly anyone 
is moving up North. "It isn't easy doing 
the business in Delhi without violating 


take ages to lay, have been replaced by | 


| faster. More and more buildings are us- | 


| lations. This is more prevalent in the - 


ra Ua Partnered with ICICI Ventures to form TSI Ventures. 
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5,000 
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Details 


. Close-ended, - to target tier-Il cities 


eel 


the law. Permissions and approvals are 
all very relationship-driven,” says a large 
Mumbai-based developer. 


Spoilsports 


“FDI may lend momentum to the mar- 
ket and improve quality. But those com- 
ing in should have the ability to play. It's 
like putting out a team on the football 
ground and not giving them the ball to 
kick around,” says Khanna of DLE 

He has a point. There are several 
things that could still spoil the party, 


JVs with Dethi-based MGF India and AP govt for i 
IT parks in Bangalore. A private fund for IT parks in 
 Condominium-style township in Chennai — 
Royal Garden City, a private township outside _ 
| JV with Purvankara Projects for two condo-style- | 
| Township in Hyderabad in ina JV; another planned in 


| Plans for Kolkata West International City, over 400 


i Invested in Ascendas's private fund for IT parks 


B Launched by : zo E A 


7-year, close-ended, minimum investment Rs 5 crore | 


To invest 25% in metros and up to 15% in single projects | 


Floated by Landmark k Holdings & Pantaloon Retail 


Land costs, which constitute a major | 


chunk of housing costs in metros, have | 


risen much faster than the price of prop- 


Capital Region, land prices have shot up 
from Rs 8,000 per sq. metre to Rs 14,000 
in the past year. In some parts of 
Kolkata, land has become 400 per cent 
dearer in a year. 
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To offset this and grow, developers 
are going to smaller cities. But in time, 
pricesthere would rise too. And when in- 


| terest rates move further north, demand 


may be severely affected. That would put 
more pressure on the smaller players. So 
we are likely to see a shakeout in the 
market and possibly more private equity 
deals and joint ventures. "US-based de- 
velopers (as opposed to investors) will 
probably come later, and they may scout 
for buyouts," says Ganesh Raj, partner 
(global tax advisory), Ernst & Young. 

But the biggest spoilsport could be 
regulation and infrastructure. If state 


|! governments and municipalities don't 
erties. In some parts of the National | 


get their act together, Indian realty and 
its customers are bound to suffer. The 
recent deluge in Mumbai is sympto- 
matic of such neglect. To avoid such dis- 
asters, the government needs to clean 
up its act now. B 
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ET out on the Grand Trunk Road from Delhi to Amritsar and you would 
see the swaying fields of mustard yielding way to malls, wedding resorts 
and hotels in various stages of construction. Take a boat journey on the 
backwaters near Kochi and you would see the pretty waterfront skyline 
of the Marine Drive being dwarfed by swank high-rises. In the Western 
Ghats, the hills around Pune are resounding to the drone of drilling 
machines that are laying the foundations of brand new townships to house IT 
professionals. In the East, construction cranes are now a part of the landscape in 
sleepy Siliguri and steel city Durgapur. 

We have detailed the explosive real estate growth across India in the previous 
story in this survey. But as reports poured in from our correspondents, we saw it 
was the smaller, so-called tier II cities where the most frenetic action was. In cities 
and towns like Pune, Ludhiana, Nagpur, Kochi, Coimbatore, Siliguri and 
Durgapur, land buying frenzy has pushed up prices by 80-100 per cent over justa 
few years. And it's not just a housing boom. Commercial complexes are 
proliferating too. This growth, fuelled by fast-rising populations and newfound 
business interests, has, in turn, given rise to demand for new infrastructure like 
airports and transport systems. What we are witnessing today could very well be 
the birth of new metropolises. 

The interesting story is how each of these smaller cities is responding to the 
growth. And how different socio-cultural impulses are giving completely different 
looks to the cities. If it's a steel revival that has spurred construction in Durgapur, 
in Ludhiana the responsible factor is the turn in textile fortunes. If software 
development is transforming Pune, the returning hordes of expatriates and big 
infrastructure projects are responsible for Kochi's new skyline. 

A point to note though — in all this growth, the government has been largely a 
passive spectator or at best a late entrant(see 'Flaws Of The Land"), with private 
developers leading the march. As we looked at the pictures of new constructions 
around the country, there was no defining architectural style to the building 
frenzy. No vision of a Le Corbusier. Yes, we do frequently encounter the imprint of 
a Hafeez Contractor in many cities. But these are individual flashes — there's no 
cohesive planning meshing the old with the new and no infrastructure leading 
you smoothly up to these glass and chrome marvels. The result, sadly, are 
buildings that look out of setting — a sort of Gurgaon-meets-Manhattan. 

We take you through five of these fast-growing cities — Pune in the West, 
Ludhiana in the North, Kochi in the South, and Siliguri and Durgapur in the East 
— to give you a closer view of the haphazard development. 








; West: Nerdy Pune 

ee m, Pune's growth story can be traced back to 2002, when a new 
JEN TEE generation of IT firms began searching for alternatives to Bangalore 
ax N 9 We and Mumbai. Pune not only had good connectivity and affordable 
E JES] prices, but it also offered a fantastic talent pool. Call centres and 
| i i 3534! 9$ software development centres opened shop, taking up 50,000 sq. ft 

NS La / spaces each. At the same time, the engineering and auto 
EM Ns industries began scaling up too. 
puit sensing the opportunity, large and small developers jumped 
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Top L: The garish facade of a 
Ludhiana house. Top R: Bengal 
Ambuja's low-cost housing 
project. Bottom L: One of 
Ludhiana's several wedding 
resorts. Bottom R: At the 
Hiland Park in South Kolkata 
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into the commercial real estate game. 
Today, there are some 400 developers in 
the city. Rohit Gera, director (opera- 
tions) at Gera Constructions, one of the 
older developers based there, says that's 
one too many. As a result of these years 
of developer interest, large ready spaces 
have started hitting the market with reg- 
ularity now. "Currently, supply is chas- 
ing demand. And in the next two years, 
another 10 million sq. ft of commercial 
space will be available," says Lalit Ku- 
mar Jain, chairman of Kumar Builders. 

Its not yet clear whether the city is 
headed for a supply glut. There are 
strong macroeconomic fundamentals 
backing the demand. The city's popula- 
tion is at 5.5 million now, and is growing 
at 4-5 per cent each year. Jain explains: 
"Sixty per cent ofthe city's workforce are 
coming from elsewhere." And several 
techies coming into the city today prefer 
buying over renting, thanks to high 
salaries and low interest rates. "This year 
we should see another 35,000 house- 
hold units added to the city, which is 40 
per cent more than the figure last year," 
says Sonal Modi, deputy general man- 
ager at HDFC. 

To the east of the city, India’s largest 
integrated township is coming up at a 
cost of Rs 800 crore. Cyber City Maga- 
rpatta is unique in that it is built on 400 
acres of land pooled by farmers. It is a 
self-sufficient township that has 
schools, hospitals, landscaped gardens, 
recreation centres and commercial 
complexes. The Cyber City also offers a 
600-seat incubation centre for newly- 
seeded firms. For an idea of the overall 
scale, consider this: 1 million sq. ft of 
commercial space was added at Maga- 
rpatta last year. This year another 1.2 
million sq. ft will be developed. 
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On the western side, about 2,100 | malland a wedding souk. 


acres in Hinjawadi are housing some of 


| 


Hotels, too, are mushrooming. “The 


Indias biggest tech, biotech and | number of foreign buyers visiting the 
pharma firms. The state-promoted IT _ city hasgone up," says Viney Khurana, a 
park there hosts outposts ofsoftwaregi- | constructor and a hotelier, explaining 


ants Infosys and Wipro. The IT growth 
has also spurred construction of hotels 
and shopping centres. Seven new five- 
star hotels are coming up. And on the 
way from Viman Nagar to the airport, 11 
new malls will be seen soon. 

Yet, for all the growth, infrastructure 
is not keeping apace. Ravi Verma, one of 





Punes largest property agents, feels the 


city has run out of urban land due to the 
Pune Municipal Corporation's (PMC) 
indecisiveness. Two years ago, the PMC 


announced plans of constructing 17 fly- 


overs. So far, only three have been built. 
For reasons like this, Pune could lose out 
to cities like Hyderabad and Nagpur. 


North: Spendthrift Ludhiana 


After a decade of nightmarish terrorist 
problems, Ludhiana is waking up to a 
new textile boom. The denizens of this 


rich city are now doing what they love | 


most — spending lavishly. An illustra- 
tion ofthis is the fact that Mercedes sells 
most cars from its Ludhiana showroom, 
which caters to the whole of Punjab. Last 
year, of the 800 Mercs it sold from the 
showroom, 350 were registered in Lud- 
hiana itself. It's this spendthrift attitude 
which is attracting developers like the 





| 


the growth in demand. 
A lot of land has changed hands in 


_ the past two years, most of it along three 


of the four highways around the city. 
Khurana gives an interesting reason for 
this. The removal of textile quotas in the 
West has signalled the end of the small 
hosieries, which are struggling with 
lower margins. Many are now investing 
in real estate to recoup the losses. Mean- 


_ while, the medium and large mills are 


buying land to expand. There is some 
amount of speculative buying too, 
mostly by NRIs and mostly along the Ja- 
landhar Road. 

But theres also genuine demand for 
housing, because the industrial revival 
has led to an influx of workers. Several 
housing projects have been announced, 
including those by large players like the 
Ansals and the Sahara group. However, 
none has reached the construction 
stage, as most are awaiting clearances 
from the Punjab Urban Development 


_ Authority. The most ambitious one is 





Ansals, who will be the first of a dozen | 


players to set up large malls in the city. 
Weddings are big business in Pun- 
jab and this is reflected in real estate ac- 
tion. All along Ferozepur Road, you will 
see garish, baroque structures like 
Harsheela resort, Kothari resort, Casa 
Le Baron. On Jalandhar Road, the 
Aerens Group is building a wedding 
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Balraj and Devender Bhasin's Rajgarh 


| Estates on Canal Road. This Rs 100-crore 
_ project, spread over 100 acres, promises 


an artificial lake, golf links, fishing pond, 
jogging track, a club, shopping complex, 
and even a reserved forest. 

Everyone is trying to cash in. Two 
months ago, local developer Gulshan 
Kumar talked of floating shares to fi- 
nance his next housing project on 200 
acres of land. A month later, when BW 
tried to contact him fora photo shoot, he 
was lying low due to an Income Tax raid. 
“Most of the money here is black, and it's 
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of the real estate boom. However, today there are at least a 
dozen developers handling projects worth over Rs 100 crore in 
the city. While local developers like the Bengal Ambuja Group, Bengal 
Shrachi and Sunsam Properties lead the charge, large national players 
like DLF and Raheja are here too. "Everybody's looking at the city 
today. It'S madness," says Sumit years ae: managing director of 
United Credit Belani. 

“The perception of Kolkata as s city now stands corrected," says 
Rahul Saraf, MD, Sunsam Properties. In a way, the correction was 
bound to happen. Other metros are mostly saturated, and with an IT 
boom sweeping the city, prospects are looking up. But what's really 
helping spur the growth are public-private partnerships. 

In 1993, the Bengal government took a momentous decision to 
work with private realtor firms. The first project was Udayan, an equal 
partnership project launched by the Harsh Neotia-controlled Bengal 
Ambuja Group and the state housing board. Today there are eight joint 
sector real estate firms. “Being in a joint venture doesn’t give you 
many special privileges, but it at least assures one more efficiency, 
especially with clearances, say, municipal ones,” says the head of a 
joint sector firm. It also helps get around the Urban Land Ceiling 
Regulations Act (ULCRA), which forbids developing open land of more 
than 7.5 katthas. Land 
acquisition is easy with the 
government as partner. 

But this model of 
development seems to have 
run its course. “Our thinking is 
to move beyond the equal 
joint venture model, as we 
already have too many,” says 
bureaucrat K.S. Rajendra 
Kumar. Now the government is 
moving to an ‘assisted sector’ 
model, which would involve 
the government in build- 
operate-transfer, leases or 
stakes in projects up to 
26 per cent. 


| Kem is not a city that many would have expected to be part 
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difficult to put a finger on deals," says a 
property dealer. Partly to curb such 
deals, the civic authorities have frozen 
land use till mandate of the 74th Consti- 
tutional Amendment (see 'Flaws Of The 
Land") isimplemented. 


South: Spice City Kochi 


It’s not just the old story of petrodollars. 
Today's building interest in Kochi is fu- 
elled by large infrastructure projects — 
an international airport, a container ter- 
minal, a Smart City and a Fashion Vil- 
lage. Add to this the falling interest rates 
on NRE deposits and uncertainties in 
the Middle East. 

NRIs are still the biggest realty buy- 
ers in Kochi. Abdul Aziz, director of Sky- 
line Builders, reckons they account for 
50-60 per cent of the housing demand. 

And the market is following the dic- 
tates of their tastes. Gone are the days 
when Malayalis preferred independent 
bungalows with space for a few coconut 
trees. Today's buyers are looking for 
good security, an accessible commu- 
nity, and nearby amenities with their 
plush apartments and villas. Apart from 
expats, young Malayali professionals in 
Delhi and Mumbai have begun invest- 
ing in ‘American-style’ villas in upmar- 
ket suburbs like Kadavantara. 

As a result of this interest, prices are 
going up all over the city. Waterfront 
apartments on the Marine Drive are the 
costliest, ranging between Rs 3,000 and 
3,500 per sq. ft. In Kaloor, a suburb, rates 
have touched Rs 1,300 per sq. ft from 
Rs 900 last year. 

Attracted by the potential, some de- 
velopers from Bangalore and Nagpur 
have moved in. The Lucknow-based Sa- 
hara group has bought land for a town- 
ship. Even international developers like 
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Dubai-based Emaar are entering. Anda 
Saudi Arabian delegation has recently 
short-listed the city as an attractive re- 
alty investment site. 


East: Of Tea And Steel 


West Bengal is another state trying to 
claw out of years of economic slump. 
Apart from Kolkata, two other cities in 
the state are joining the ride uphill. 

Tea and trading town Siliguri in 
northern Bengal is one such place. A lot 
oftrading money has shifted to the town 
from insurgency-ridden Assam. The city 
is now finding little space to grow — on 
one side, it’s skirted by forests and on the 
other by tea gardens, both of which can- 
not be touched. A few tea estates have 
been turned over for realty develop- 
ment, but that's a difficult process. 

But Harsh Neotias Bengal Ambuja, a 
pioneer of the joint sector model in re- 
alty in the state, has been able to make 
inroads into this somewhat difficult ter- 
rain with an ambitious township pro- 
ject, Uttorayon. 

Durgapur is the other city to watch 
out for in West Bengal. It thrived last 
when the city's steel mills were doing 
brisk business in the 1960s and 1970s. 
But as the factories started rusting, the 
town whithered. Yet with the recent up- 
turn in the industry and revitalisation of 
its oldest plant, IISCO, it's on the path to 
recovery. Bengal Shristi, another public- 
private partnership, has started a large 
project there comprising a residential 
block, a mall, a commercial complex 
and a multiplex. 

Businessmen from Kolkata who ran 
sponge iron units in the Durgapur belt 
were the first to book spaces there. Then 
came some residents. Also, unlike in 
larger cities, almost no bookings were 
made during the initial phase of con- 
struction — 90 per cent of it came in the 
last six months of construction, when 
people could see the building come up. 
After all that, retailers seeking a base 
there saw it as an address that fit their 
profile. So Big Bazaar Tata Teleservices, 
ICICI and Reliance WebWorld came in. 

So ifit's caution that marks buying in 
the East, it's exuberance of young buyers 
in the West. If it’s indiscriminate and 
garish buildings in the North, it's stylish 
and secure apartments in the South. Be- 
tween them lies the many-sided story of 
Indias new metropolises. 8 
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Kochi's waterfront skyline is changing 
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ACE it. The one investment 
that has served middle-class 
India well in recent decades 
has been real estate. Of course, 
there will always be stray in- 





mstances of people who have struck it 


rich in the stock market. The smart 
fellows who bought multinational 
shares in the 1970s after the foreign 
parents were forced to sell part of 
their stakes at rock-bottom prices. Or, 
the lucky fellows who took a chance 
with the Infosys IPO in 1994 and 
watched their net worth zoom into 








PRICE ECONOMICS 


Exuberance 


the stratosphere. But the millions who 
make up middle India have otherwise 
strayed into investing minefields — 
from new issues of junk companies 
to teak plantation schemes. Housing 
has been their collective safe haven, 
accounting for a large part of 
their wealth. 

And our determination to buy our 
own homes has only strengthened in 
recent years, thanks to a combination 
of higher salaries, lower interest rates 
and stagnant real estate prices. But 
there is now a fear that the real estate 
market in India too is in the throes of 
speculation mania. Prices in many ur- 
ban localities have shot up by be- 
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tween 30 per cent and 50 per centin | 
recent months. Is this a bubble? Are | 


people like you and me about to get 
hurt when the housing bubble goes 
pop, just as we were hurt when the 


tech bubble blew up in our faces a few | 


years ago? 


There are already fears that hous- | 
ing prices in many rich countries — | 


especially the US— have run ahead of 


economic fundamentals. The value of | 


residential property in these coun- 


tries has increased by $30 trillion over | 


the past five years, which is equal to 
their combined GDP. This makes the 


global housing bubble larger that the | 


stock market bubble of the 1990s, 













pithy 











when market capitalisation growth 
was equal to 80 per cent of the GDP of 
the rich countries. 

Asset prices have floated up be- 
cause of the sea of liquidity that has 
been let loose by the world’s central 
banks since 2001 to keep recession at 
bay. People there are borrowing at 
rock-bottom rates to buy second 
houses, not to live in but to sell at a 
neat profit a few years later. It is that 
dream of ever-escalating prices 
again. Economists such as Yale Uni- 
versity's Robert Shiller (who warned 
of the tech bubble in his classic 1997 
book, Irrational Exuberance) say that 
the housing bubble in the rich coun- 
tries is unsustainable. 

Shillers analysis of Americas 
housing bubble is based on data that 
goes back a hundred years. Maga- 
zines like The Economist have con- 
structed a set of global real estate 
indices to back their claim about a 
bubble in some countries. India is an- 
other story altogether. Here, most of 
the proclamations about the housing 
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bubble merely amount to, well, hot air. 


The fundamental problem is the shock- 


@ There is little by way of hard analysis. | 


ing lack of data. There are enough data - 
| Sources on the prices of gold or shares or | 


| tice over the decades. But there is no | 





















| way one can get historical data about - 


| E real estate prices in India. Nor are there 
| indices that calculate current price 
B trends across the country. So loose talk 
| has managed to pass off as analysis. 

There is an analytical vacuum that 
can only be filled by anecdotal evidence. 
B Ihe parents of one colleague bought a 
| two-bedroom house in Bandra East, a 
| Mumbai suburb, in the mid-'1960s. It 
| cost them around Rs 40,000. Today, four 
| decades later, a similar-sized house in 
| the locality costs around Rs 50 lakh. This 
! means that the price of their house has 


B goneupahuge 125times in 40 years, ata | 
— compounded annual growth rate | 
| (CAGR)of13percent.Itwouldbesafeto | therisein house prices in India with two | 


assume that other middle-class house- 
holds in other parts of the country have 
seen similar gains in the value of their 
homes since the 1960s. 

Now, is a price rise of 125 times in 40 
years a bubble? Nobody seems to have 
said so over all these years. And if an av- 
erage annual price rise of 13 per cent in 
recent decades is not a bubble, why 
should we assume that the price rise in 
recent months is a bubble? An easy an- 
swer eludes us, but a little economics 
and some simple calculations can help 
clear the aír a bit. We believe that the cur- 
rent run-up in housing prices does not 
constitute a bubble. (Certain urban 
pockets like Gurgaon may be the excep- 


tions, though.) And why do we believe | 


that housing prices in India are not run- 
ning ahead of the economic fundamen- 
tals? Read on. 


What we have done is to compare | 
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other variables — population growth 
and incomes. In the long run, housing 
prices should grow in tandem with 
these two variables, just as stock prices 
grow in tandem with corporate profits. 
Together, these two variables will give us 
an idea of the total demand for housing 
in India. (It is simple: demand grows 
because there are more people and 
higher incomes.) 

Indias population in 1965 was 484 
million. Today it is more than double — 
about 1.05 billion. Per capita incomes at 
current prices have grown over the 
same period from Rs 500 to Rs 25,000, or 
50 tímes. So population has grown 2.2 
times and incomes have grown 50 
times. Ideally, housing prices should 
have grown 110 times. Our rough esti- 
mate is that they have grown slightly 


| faster — about 125 times. But even this 


difference can be explained by the fact 
that urban population has grown faster 
than total population because of migra- 
tion into the cities. 

So, real estate prices have tracked 
growth in urban population and in- 
comes over the past few decades. This is 
what basic home economics teaches us 
to expect. There have been supply con- 
straints as well, because of the various 
restrictions on the building trade. One 
could argue that housing prices in India 
will be lower if more buildings come up; 
but conversely, lower prices will draw in 
more buyers and push up prices. So, 
while the supply side does matter, the 
fundamental fact is that housing prices 
in our cities have tracked incomes and 
population trends. That's the way it 
should be. 

The current spurt in prices seems to 
be a jump away from the trend. But re- 
member: housing prices in India are re- 
covering from a decade-long slump. 
Prices in most cities are barely at the 
same levels they were in 1995. There may 
be small ups and downs in the next few 
years, but the long-term prognosis looks 
good. Most economists expect average 
incomes in India to grow in excess of 10 
per cent a year. Population growth will 
be 1.5 per cent a year; in urban areas, it 
will grow even faster than this because of 
migration. What does this mean for real 
estate prices? Work it out for yourself. 

And yet, the sceptics echo the Big 
Bad Wolf: "I'll huff, and I'll puff, and I'll 
bring your house prices down." E: 
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UMBAI’S devastating monsoons left lakhs homeless. A stark reminder, 

once again, of the urgent need for low-cost housing to replace the 

shanties that are home to eight million people in the city. The irony: 
Mumbai is seeing a housing boom, but most of its people have no homes 
worth the name. The National Sample Survey Organisation’s (NSSO) 2002 
estimate is revealing — India has a shortfall of 20 million homes, about half of 
which comes from low-income groups in cities. 

Half of these eight million people can afford decent housing, if priced 
realistically. "They can afford to pay Rs 700 square feet for a 300 sq. ft flat. But 
none of the developers are building such flats even in fringe areas,” says 
Niranjan Hiranandani, MD, Hiranandani Constructions. This is true of second- 
tier cities as well. Rohit Gera, director of the Pune-based Gera Builders, echoes 
the point. “25 per cent of the city's population can afford flats at the Rs 500 per 
sq. ft level, but developers are disinterested.” Clearly, the demand-supply 
chasm for the average Indian has widened alarmingly. 

Why has low-cost housing remained a pipe dream? The short supply of land 
in major cities notwithstanding, the government is the biggest culprit, say 
developers. It owns two-thirds of the urban land and imposes restrictions on 
land ownership for private developers. The railways and the defence, for 
instance, own massive tracts of ‘unused’ prime land. Even privately-held land is 
locked into legal disputes. So when land is available, the last thing on a 
developer's mind is low-cost housing. Resources are chasing opportunities that 
offer the highest returns — commercial office space and high-end homes. 
Large builders like DLF or Hiranandani would make 25 to 30 per cent returns 
on such an investment, assuming it has bought the land at going market rates. 
As a result, returns are often huge. 

What all this means is that there is enough action in the middle and high 
ends of the market to keep developers busy — and rich. One could argue that 
low-cost housing provides a never-before opportunity to build and sell large 
volumes of flats that — at the right number — more than make up for a lower 
price per square foot, and therefore thinner margins. Says Anuj Puri, MD of 
Chesterton & Meghraj: "Developers can still make about 10 to15 per cent 
returns, provided they are allowed to build high volumes." Concurs 
Hiranandani: "If there is an opportunity to make 15,000 to 20,000 such 
apartments, developers know that they can get decent returns." 

There are current experiments. Kolkata-based Bengal Ambuja has set up a 
joint venture with the West Bengal government. Under it, the apartments are 
cross-subsidised by the government against high-end apartments that Bengal 
Ambuja makes. So while half their apartments are sold at Rs 500 per sq ft, 
roughly at a 50 per cent loss, the firm gets benefits at the time of building its 
pricey apartments. But these are few and far between. “None of the developers 
or investors are interested in this segment unless it is a viable business model,” 
says Harshvardhan Neotia, Bengal Ambuja's MD. 

What could add momentum is the ubiquitous home mortgage system that 
has made housing affordable to the middle class. But so far, the housing 
finance industry has not been keen to tap this sector. “The housing loans 
industry needs to create flexible benchmarks (for every loan applicant),” says 
Kulinder Kapinjal, research head at Diwan Housing . There is potential too. 
HDFC has financed a total of 2.5 million homes over 25 years. The latent 
demand for low-cost housing is roughly 10 million, going by NSSO figures. 

However, India’s mortgage to GDP ratio (used to gauge housing loan 
penetration) continues to remain one of the world’s lowest. But once the top 
demand segment is saturated, developers might be forced to look at the lower 
end, where sheer volumes can bring in profits. Something that almost every 
category — from soaps to washing machines — has seen in India before. W 
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PALLAVI ROY & RANJU SARKAR 
ARLIER this month, Pilani 
Investments had put out the 
mandatory notice in the Delhi 
Stock Exchange, where it is 
listed, about a change in its 
shareholding structure. 

In some ways, the notice was histo- 
rical. It signalled the new realities of 
one of India’s oldest business dynasties 
— the Birlas. 

Though the family had cordially par- 





titioned its business empire way back 
in 1986, Pilani, one of the key invest- 
ment companies, was still jointly 
held by different branches of the Birla 
family. In some ways, it was a throwback 
to an earlier era, when brothers and 
cousins invested in each other's compa- 
nies and Indian family businesses 
were controlled through a complex web 
of cross holdings. 

The majority shareholder of Pilani 
Investment & Industries is now the Bas- 
ant Kumar (BK) Birla-Kumar Mangalam 


The new deal consolidates B.K. Birla and Kumar 
Mangalam’s position in the Birla holding company 





Liabilities 





Assets 





Income 





Key financial 


*Total income includes a provision for write-back ('Provision for diminution in value of long-term 
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unquoted investment no longer required written back’): Rs 16,05,903 in 2003-04 and Rs 9,78,687 


in 2002-03, 
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combine — at around 50 per cent (See 
As Things Stand"). They recently bought 
out 20 per cent of the 25 per cent stake 
held by Ganga Prasad (GP) and son 
Chandrakant (CK), in addition to which 
they picked up Sudarshan Kumar's (SK) 
entire 7 per cent stake. 

Thatleaves 13 percent with the pub- 
lic, another 7 per cent with Krishna Ku- 
mar (KK) and GP-CK's remaining 5 per 
cent. The rest, 25 per cent, is disputed — 
R.S. Lodha claims it is his, having been 
willed to him by Priyamvada Birla, 
Madhav Prasad's widow who passed 
away in July 2004. 

The idea of streamlining Pilani's 
shareholding isnt new. Since the 
1986 partitioning of the Birla empire, it 
has been attempted at different times. 
This time, the key seems to have been 
discussions primarily between BK and 
C.K. Birla. With Lodha claiming Madhav 
Prasad Birla' stake to be his, BK had to 
turn towards the substantial stake 
(amounting to about 25 per cent) held 
by GP and C.K. Birla. 

5.K. Birla would have followed suit 
because he had a much smaller share: 
about 7 percent. K.K. Birla, BK’s brother, 
was always ready to hand over his 7 per 
cent share. (BK chose not to buy it.) So 
the key was to add CK's stake along with 
that of another faction. 

So how did C.K. Birla come around 
to selling his stake? After all, there were 
reports that BK had once indicated 
that either CK or Kumar Mangalam 
would ultimately wield control over 
Pilani. "Chandrakant knew Pilani was 
not à very active company. So he pre- 
ferred to sell and get his money, rather 
than stay on," says BK. 

Since last year, after Privamvada 
passed away, efforts to resolve the Pilani 
holdings gained momentum. While the 
Birlas have publicly maintained that 
Lodhas claims don't really bother them, 
given that the family is united against 
Lodha, the outsider, it would be reason- 
ableto assume that the incident spurred 
them to resolve the Pilani issue as 
quickly as possible. 

Other observers of the family say 
that the elder Birlas (BK, GP and KK), 
all in their eighties, wanted to see 
the Pilani shareholding matter settled. 
This meant long hours of conversation 
between BK, Kumar Mangalam 
and C.K. Birla. But due to frequent 
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Pilani's holdings in Birla group companies 








Century Textiles & Ind. 36.39% Birla VXL 0.51%  Grasim Industries 
Hindustan Everest Tools 3.24%  Cimmco 2.41% Hindalco Industries 
Jay Shree Tea & Industries 0.01% — Mysore Cements 3.87% Indian Rayon & Industries 
Kesoram Industries 5.28 % Xpro India 1.76%  Tanfac industries 
Kesoram Textiles Mills 4.62% - €——— 
Mangalam Cement % 








4.69% Sutlej industries 9.7% 
2.45%  Zuari industries 1.47% 
0.28 % 
4.99 9 


0.22% of Orient Paper & Industries, a Chandrakant Birla group company | 0.05% of Zenith, a Yash Birla group company. 


Others: 0.88 % of Umi Special Steel Co., which belongs to Brij K. Jhawar, apart from a | 0.82% stake in Tata Iron & Steel Co. | A stake in Mangalore Refinery, 


now owned by the Union government 


absences from the country of both 
Chandrakant and Kumar Mangalam, 
matters remained half done till June. 

Soon afterwards, things moved 
quickly and, within a month, the BK- 
Kumar Mangalam combine had control 
over Pilani. “What is most significant is 
that the deal has been resolved so ami- 
cably. In fact, all the branches of the 
family have waited so patiently and not 
interfered in Pilani. The credit for put- 
ting this deal together actually goes to 
them,” says B.K. Birla. 

It is true that the Birlas have been 
one of India’s most united and well-knit 
families, unlike a lot of other Indian 
business families where succession has 
become a bone of contention. Ob- 
servers attribute this to the fact that 
there have been fewer male members 
down the Birla family. 

The valuation of the Pilani deal was 
worked out within the family and dis- 
cussed with consultants (whom BK 
declined to name) from Mumbai and 
Kolkata before the Birlas arrived at 
a decision. The company has been val- 
ued at more than Rs 1,100 crore, with 
each share at Rs 1,404. 

Businessworld's calculations, based 
on data from Pilani’s 2003-04 annual 
report — it’s the most recent report 
that’s publicly available — show that 
had  Pilanis equity investments 
remained exactly the same as they were 








on 31 March 2004, the value of each 
of Pilani’s shares would have been 
Rs 2,700. 

It is not exactly clear whether Pilani 
will now sell its stake in the different 


Birla companies to their owners. While | 


most of the Pilani investments 
are in BK-Aditya Vikram (Kumar Man- 
galam's) companies, Pilani also holds 
stakes in companies belonging to 


other branches of the family — like a | 
3.87 per cent stake in Mysore Cements | 
(S.K. Birla group), 9.7 per cent in Sutlej | 
Industries (K.K. Birla group), 2.47 | 


Pilani: as things stand 


B.K. & Kumar 

Mangalam Birla 
B.K. Birla and grandson 
K.M. Birla have 
together bought 20% 
from G.P. and C.K. 
Birla, and the entire 796 
owned by Sudarshan 
Kumar Birla 


M.P Birla 
. &P&CK Birla 
KK. Birla 


Public 
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per cent in Cimmco Birla (S.K. Birla 
group) or a little over 1 per cent in Zuari 
Industries (K.K. Birla group). 

Some of that unravelling may have 
already begun. BK says that S.K. Birla 
would buy the Pilani Investment and In- 
dustries shares that it still holds in vari- 
ous SK companies. 

Of all the BK-Kumar Mangalam 
companies that Pilani has a stake in, the 
highest is in Century Textiles — 36 per 
cent. So, the Pilani transaction allows 
Kumar Mangalam to further consoli- 
date his cement business: with Century, 
Kumar will now control 35.6 million 
tonnes, almost one-fourth the cement 
production in the country. 

"I wouldnt like that while I am still 
around," says B.K. Birla. "They are sepa- 
rate businesses. And I would like to keep 
them that way," he continues. Sebi's 
takeover code has no implications 
for this transaction. This is an 'inter se' 
deal or one among promoters. Also, 
the deal will not see any change in man- 
agement control. 

As far as the 25 per cent stake 
claimed by Lodha is concerned, BK says 
there will be no move till the matter is 
settled in the courts. This could end up 
being the last issue that needs to be re- 
solved as far as Pilani is concerned. But 
with B.K. Birla and Kumar Mangalam al- 
ready in majority control, it is bound to 
bea minor one. * 


ee c 
"Theissuei 
he issue is the 





unpredictability of 
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When industry probes issues along 
with academia, it adds a new 
dimension in the move towards 
knowledge economy. That's what BW 
found out at the sidelines of a 
Nasscom HR summit held in 
Chennai recently. Cyprian D'Souza, 
chief people officer of Kanbay, a US- 
based IT services company, met up 
with Peter Capelli, director, Center 
for Human Resources, Wharton 
School of Business. D'Souza, who is 
responsible for 4,500 people in 14 
locations across eight countries, is a 
practitioner grappling with several 
emerging HR issues. Capelli has 
been a teacher, researcher, thinker 
and adviser on HR issues for over 
three decades now. Excerpts: 





Photographs: R.A. CHANDROO 


Peter Capelli (L) of the 
Wharton School of Business in a 


| talk with Cyprian D'Souza India 


managing director and chief 


| people officer, Kanbay, US 


Cyprian D'Souza: What are the areas in 
HR that really drive you, areas that you 
are passionate about? 

Peter Capelli: I think the ones that oper- 
ate on the societal level are most impor- 
tant. I am less concerned about things 
like tools or design of a particular policy 
and more interested in broad changes 


| that cut across companies and regions. 


New employment relationships and the 
breakdown of employee loyalty are 
some of the things that I am interested 
in, and known for in the US. When the IT 


industry was new, it borrowed and | 
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copied from manufacturing practices. 
But today it has matured and evolved its 
own practices. 


CD: What are some of the best practices? 
PC: On one side, you have market- 
based approaches where you treat work 
and employment as commodities. On 
the other side, you treat employees as 
the central asset of the organisation. In 
the latter case, you try to manage 
through commitment and psychologi- 
cal principles. And you identify with the 
company. But the market-based ap- 
proach ignores all this and works on the 
arms length principle. What we have 
seen in the US is a shift towards the mar- 
ket-based approach. The IT industry 
was in the forefront of this shift and did 
not borrow from existing (manufactur- 
ing) practices. 

Boston-based companies like Digi- 
tal continued practices from the manu- 
facturing model in terms of bureau- 
cratic principles. Today, the Boston- 
based companies have disappeared 
without a trace. And their influence on 
IT in the US is very less. 

The Silicon Valley model is more or 
less anew model in the US. It offered a 
much more open approach to the mar- 
ket — a model that offered swapping of 
employees, acquisition of talent, out- 
sourcing and more. The IT industry, i.e. 
the Silicon Valley, was ahead of the rest 
of the economy and has pulled the rest 
of the economy towards it. It was the 
leader rather than the follower. The cur- 
rent struggle in the IT industry is scala- 
bility. Many companies like TCS, Wipro, 
etc., are hiring huge number of people. 


CD: Which of these models do you think 
will work better? 
PC: One of my colleagues at Stanford 
University, Kathleen Eisenhardt, looked 
at questions of speed in organisations 
— slow and fast. What she found, inter- 
estingly, was that big organisations are 
slow, and small organisations are often 
slow as well. While big organisations 
spent too much time on planning and 
worrying about forecasting, small com- 
panies were spending way too much 
time on inventing systems and making 
them work for the first time. With no 
procedures and systems in place, every- 
thing that they were doing was new. 

The issue of scalability, ultimately, is 
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of developing systems and procedures 
and putting these in place. The classic 
problem of scalability is in a small com- 
pany which starts up with a small group. 
Here, everything gets done based on 
personal relationships. There is a com- 
mon vision, a common set of incentives 
and a common set of experience — col- 
lectively called ‘organisational culture’ 
The problem is, this works fine until 
the organisation becomes bigger. And 
when new people come in, they don't 
have any understanding of this organi- 
sational culture. The organisation be- 
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gins to flounder and you have two 
groups — the insiders and the outsiders. 
They function differently and do not get 
along well. So, the issue of scalability is 
to move from this informal model to a 
formal system. 

To some extent, the informal model 
is rooted in psychological principles 
and is more of a commitment model. 
But it doesn't mean that the answer is in 
moving to the completely market-based 
model, although, in some ways, that will 
enable easy scalability. A typical exam- 
ple is Microsoft. The firm moved towards 
this model soon after they started and 





seeing an effort by employers 
to pass on risks to employees’ 


scaled up quickly. But this may not be 
the right choice to make, even though it 
is the more scalable of the two models. 


















































CD: But the scalability issue also brings 
the question of retention. What are the 
emerging practices as far as retaining tal- 
ent is concerned? 

PC: There are two things emerging. The 
first is “being the employer of choice’. It 
simply means that you have to beat the 
market and offer better value, so that 
you Can attract and retain people. Com- 
panies have often fallen trying to create 
a differentiator in their em- 
ployee-value proposition. 
They were competing along 
the same plane, which was 
pretty much on money — a 
powerful but expensive op- 
tion. 

But in the US what has 
evolved from an employee side is a bet- 
ter understanding of the employer. Em- 
ployees are sophisticated consumers 
who have a better understanding of the 
range of other things that firms can pro- 
vide in particular work issues. 

Second is employee development, 
i.e., offering opportunities to people to 
learn different things that are not avail- 
able in the market. Ultimately, compa- 
nies have to think about this with more 
sophistication. The issue is not about 
whether you are going to keep people 
forever. You can't keep people forever 
but you can offer a development stream 
that keeps people in predictable ways. 
For most employers, the issue of reten- 
tion is not so much about ‘keeping’ vs 
not keeping. The issue is about the un- 
predictability of keeping people, not 
about losing them. The concern here is 
about losing them unexpectedly. 

While retention issues will loom, 
eventually the more sophisticated com- 
panies will think about paths and re- 
wards that will retain people for particu- 
lar periods. There are such models in 
services like investment banking. 





CD: What are the new trends in money 
and compensation? 

PC: With respect to pay, there is nothing 
new. In the US, we have sort of run the 
stock option out. Public trust in stock 
options has waned and employees have 
little control over stocks. It became very 
attractive at a point where the market 
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didn't seem to be particularly efficient. 
You could more or less predict that the 
options were going to pay off in a big 
way. That has clearly faded. 

What seems to be taking its place is 
bonuses, individual bonuses. Across the 
US economy, there seems to be a move 
toward greater 'contingent compensa- 
tion. When you look around the world, 
employers are pushing for the same 
thing, which is greater incentive pay. 
Reasons why this works for employers is 
it reduces fixed costs, and makes it eas- 
ier for them to absorb a downturn. 

What we are now seeing worldwide 
is an effort by employers to pass on the 
risks and costs to employees. Whether 
they can do this or not depends entirely 
on the conditions in the market. This is 
the big change compared to earlier con- 
ditions when employers managed em- 
ployment as an internal bureaucratic 
system, protecting themselves and em- 
ployees from the outside market. 

We have moved from that model to a 
more open model, where employees 
and employers are subject to the risks of 
the market. So when the market tight- 
ens up, wages shoot up and employees 
walk out. And when the market softens, 
the hours of work go up, wages sort of 
stagnate, and that's what we have been 
seeing in the US in the last 5-6 years. 


CD: What learnings and insights are you 
taking back from your visit here? 

PC: What has struck me is the similarity 
of issues between the US and India. The 
similarity is much stronger between the 
USand India compared with the US and 
Europe. The reason is the underlying 
regulatory framework in Europe which 
is so different. The US and Indian regula- 
tions are much more closer. Also, India is 
tryingto match the US market. The other 
similarity is what the industry requires 
from education. What the industry 
needs from academia is also the same in 
both countries. 

The question is, however, who is 
ahead. It is still not clear whether Indian 
firms will follow the US or whether they 
will find better practices. Clearly, US 
companies have not learnt from history 
and experience. * 
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Ram’s future was born in 
the past. Standing in the 
future, controlled by forces 
he was forced to imbibe, 
can Ram sustain the past? 


MEERA SETH 


AM was shaken. The shock of the mornings 
events had the effect of bringing him back to 
a certain reality he had once known. All of a 
sudden, the table and the spray of gladioli 
in the conference area of his room seemed 
like an abrupt assault on his sensibilities. 
Nothing about the last few days had made 
any sense in Ram's life. He had been drifting into one night- 
mare after another and now this — an event that occurred yes- 
terday and had carried into today. In doing so, it told its moral 
late. Very late in fact. 

This is what happened: Enbee India, where Ram was a fi- 
nance manager, had released its quarterly results (QR) to the 
press. Now as things go, the people who work on this, day and 
night usually heave a sigh of completion when they hand over 
the signed and blessed document to PR — until some kind 
colleague calls up and says: “Hey, QR looks good”. Then they 
read it again, but not with the urgency of a person whose by- 
line is appearing in print for the first time. 

So it was with Ram. Except the person who called him was 
the MD. Expressing his ire in the dark language of movers and 
shakers, the MD said: "How come sales growth appears as 3.28 
per cent when it is 32.8 per cent?" Ram got into the act, traced 
theerrorto a young PR trainee who, in her enthusiasm to get it 
to the press on time, had also emailed the results. Somewhere 
in the process, the poor decimal had shifted. The media man 
at the other end, had of course agreed he would wait for the 
official signed hard copy, but in his enthusiasm to do 'first 
things first’, he had printed out the attachment and kicked off 
the typesetting act. The typesetters in their enthusiasm to get 
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mundane stories out of the way had gone ahead despite being 
told to do a final check with the signed document. But as far as 
Ram knew, the buck stopped at PR, and he went down person- 
ally to PR and spoke in a language he never knew he was capa- 
ble of. The young trainee was so rattled, she fainted. 

Truth was that Jamini, the young trainee, was bright and 
highly regarded by everyone in PR. So sympathies were high. 
The head of HR, Swapan Dholakia, had called on Ram first 
thing this morning. Swapan, a kind soul, putting an arm 
around Ram's shoulder, had said: “Yes, I admit that was not a 
nice error. But errors do happen. We need to understand just 
one thing Ram... we are all people. We come here wearing 
masks, pretending to be other than mere people, and like road 
rollers go about stamping everyone out of their existence. Hey, 
organisations are run by simple humans, serious! Just go and 
scratch each strategy, each system, each process and under- 
neath, crouching in its shadow, exhausted and dead, lies a 
human. And humans make mistakes. I think the biggest 
idiocy of our times is admonishing someone for a mistake. 
Why do we believe that scolding and using harsh words will 
stop all future mistakes? 

“And you; you of all people. What has come over you? 
When I met you at campus, I had said to myself: ‘Now here is 
a fine young chap with the old world decency intact. What 
happened?" 

Many things had happened in the life of young Ram while 
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he grappled with his old world decency. Like all humans that 
take birth with a yelp and a spank, while adults stare down at 
them and count their fingers, Ram too had taken birth — a 
simple, happy soul come here in search of God-knows-what. 
But even that was not so bad. For he had very simple parents, 
who in the tradition of Telengana, in a little town called Gun- 
tur, put tiny bangles on his wrists, rings on his fingers and an- 
klets on his ankles and watched the baby God prance around. 
The only tradition that Rams father forbade strictly was apply- 
ing kohl in the baby's eyes. "Never do that!" he had warned. 

When he was in school —a small school without the mod- 
ern day prefixes or suffixes such as ‘high’, elementary, ‘private’, 
‘international’, simply called Andhra Boys’ School — he had 
left his brightness to his parents to shape. Ramulu, the school 
boy, had not known about IIMs and Birla Institute of Technol- 
ogy and Sciences (BITS). The highest he had seen of success 
was Mr Venkatadri who ran ‘Mr. Venkat's Typing Academy’. 
That there was life beyond that was unravelled for him by his 
parents, particularly his father, who moved the cranks and 
wheels and studied the world outside Guntur to mark a place 
for his Ramulu. His mother prayed night and day, to 
strengthen her husband's hands. 

And the day young Ramulu left for BITS, the neighbours 
had celebrated and blessed him and young mothers pointed 
him out to the little boys on their hips and said: “Peddodu ayyi, 
valla laaga avvala.” Tears in his eyes, a lump in his throat, Ra- 
mulu boarded the bus to Pilani. Through misty eyes, he said a 
silent prayer: “I am lucky by your grace; one day I will bring 
back lots of money and build hospitals and schools and what- 
not here; I am the son of Guntur. I will do you proud.” 


AM'S school leaving certificate called him Ramulu. 

Through school and college the boys called him 

that, then he went to BITS. And Ramulu was cut 

down to Ram. Not that he felt his heritage was being 
mauled. Ram was a liberal in many ways, although his heart 
strings were deeply tied to Guntur and his dreams. Nourishing 
that periodically was his father, who kept him posted about 
the new shops on their street, the new headmaster at Andhra 
Boys' School, the invasion of Punjabi culture into Guntur 
(more and more girls were now wearing salwar kameez) and 
the smart new Mr Venkat's Cyber Café with a huge Pepsi bottle 
for a door handle. 

Thebig world ofaccomplishments, successes, medals and 
congratulations slowly began to replace Guntur gossip. Yet he 
often sat back and thought of his life in Guntur. At BITS, his 
enthusiasm skyrocketed as he heard lectures on mechanics 
and whatnot,which held the secrets of building more power- 
ful grinders and generators and electricity and water pumps 
that gushed water at the switch of a button. It revealed secrets 
for making more efficient soap machines, more efficient ball 
bearings and machines that filled more bottles per minute. 
Thatthe world outside did such things on such a scale and wa- 
ter flowed peacefully through pipes and taps, heated and 
cooled by a mere turn ofthe tap... Guntur had begun to blur. 

Then came exams, tests, presentations, groups, summer 
jobs and the first bottle of beer. In 1998, Ramulus father 
goaded him to sit for the CAT and the SAT and get into man- 
agement school, after a local newspaper wrote a four-column 





article on Bill Gates' vision for India. IIM was easy sailing for 
Ramulu, who had a tremendous work ethic. Through all this, 
he did go home once a year. And the ‘quietness’ of the town 
was deafening. Ram had begun to see how completely differ- 
entit was from the world he now lived in. Reflecting, he admit- 
ted that despite his own dual degrees, his father was smarter, 
more intelligent and wiser. For this railway officer had plotted 
viable dreams for his son. Ram was now determined, Guntur 
must develop. 

Ram joined Enbee India and raked in the much dreamt of 
‘six-digit salary. An all American company, Enbee's corporate 
credo was success, growth and making dreams come true. 
Naturally, it also fostered dreams. Five years into a careered 
life, at the age of 29, Ram looked at the fittings around him. 
He lived partly in the US where they called him Ryam and 
partly in India where he was Ram. Both identities 
elevated him from the old Ramulu who wore 
unbranded terrycot shirts and Hero slippers. 
Today his shirts hung well on his better 
fed frame — a function of time and 
processed cheese diets, which was 
all his vegetarian habits allowed 
on foreign trips — and which he 
adhered to as the last link to 
his past. In small moments of 
honesty he admitted shyly 
that being vegetarian was 
fashionable, and admired by 
his American colleagues. 
Some of the respect he got 
from them was owing to his 
eating habits. 

But Ram felt very edgy and 
out of his element periodically. 
He had friends, some like him 
from small beginnings in other 
towns of India, but those from the 
north came with a pathological 
confidence and covered their origins 
in smart clothes and smarter cars. Most 
friends were from BITS or IIM, the only 
social environment Ramulu had known. But 
all of them seemed to be suffering a certain sense 
of disconnect. Like Dhruv Pant said: “I feel ridiculous call- 
ing my CEO by his first name, David. He is even older than my 
dad! But can't deny, it leaves a nice aftertaste. Like, ‘Hey David’, 
and he says, ‘Hey Droov’, and I feel like one of them. Yaar, have 
to admit, there is something to that feeling. Yet, this sense 
of ‘belonging’ makes me feel like a traitor. I mean, am I 
supposed to belong to ‘them’? Or to ‘us’ Indian fellows? How 
did going to a business school change me? I mean, am I now 
going to call my mother, ‘mom’? She will kill me, she is amma. 
So if I had to introduce my mother to David, will I say, ‘Hey 
David, meet my mom’ and then die, or ‘Hey David, meet my 
amma’, and also die?” 

They laughed till tears ran down their cheeks. After-office 
beers allowed happy visitations into a world left behind; they 
allowed them to take off their masks and disguises, hang them 
ona peg and then make fun ofit, taking great relish in revelling 
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on their real origins: “In Kapole Nivas where I lived”, “in Pritam 
Nagar”, “in Guntur”. Or they would say: “My parents never 
took no for an answer; whether I liked it or not, Sunday was 
church day, you wore your best suit and attended mass. If your 
jaw hung to the floor, youcame home and gota royal pasting!” 
“Wear a spaghetti strap top in front of my dad? You mad? He 
would skin me alive and put my skin out to dry!” The ghetto 
life stamped them with a sense of sacred truthfulness and au- 
thenticity. It made them real guys and gals; it showed they had 
real class, real assets, real upbringing. Real homes. 

And in these memories — events which they had once 
protested, fought, rebelled and denied — they sought com- 
fort. A comfort that their MBA pedigree and Friday dressing 
did not proffer. The shift from anonymity and ordinariness to 
the fast track where their designations and club class boarding 

passes underscored their new images had been grad- 

ual, no doubt. But it had nevertheless scraped off 
the warm cocoon of roots, of another iden- 
tity, from their lives — the warmth of a 
predictable safety. Why they sought it, 
they could not tell. That they sought 
it, they did not know. All that mani- 
fested was restlessness, a dis- 
comfort that one feels wearing a 
sweater in warm weather. Yet, 
the irony was, they all had 
slaved and slogged and plot- 
ted to get into B-schools, 
MNCs and high salary 
brackets, into city life, into 
Honda Citys... they all wore 
smart business shirts and 




















spoke into hands-free 
phones, looking ridiculous, 
yet successful. 


This was the composition of 
Ram's mind. Somewhere in the 
midst of these new ‘accessories’, he 
felt the bridge to Guntur weakening. 
It bothered Ram. Then he would shift 
modes and think of days to come when a 
swank Guntur would stand up and applaud 
him. It already did, but the cadence of the applause 

grew more and more distant, and Ram found himself 
straining to keep a hold. The enormity of his job, its demands 
and incessant travel was one part. He did not allude his reluc- 
tance or inability to keep Guntur alive, to these speed break- 
ers. But there had been another huge conflict taking shape in 
the life of Ram, a.k.a. Ramulu. 

When he was 24, his father had tried to complete his son's 
management process by sending Ramulu some photographs 
of good girls from the community. At 24, Ram was in the thick 
of his IIM exams and for the first time, he had sternly forbid- 
den his father. In the face ofthe big exams, everything else had 
paled. With campus interviews already having pinned a price 
tag on him, Ram had not wanted distraction. Least of all mar- 
riage. By the time he joined Enbee and went on his first orien- 
tation to the US, Ram had developed a clearer world view of 
life. And one of those views was Ragini. 
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Ragini, was his junior at IIM. She went back to Delhi 
after graduation. They wrote each other emails — his dreamy 
and increasingly about his plans for Guntur; hers, about 
her ambition and job with a top notch consulting firm. Then 
she left the consulting firm to join an MNC, which transferred 
her to Mumbai. That was when the acquaintanceship turned 
into romance. 

And one day Ram decided he would propose to her. They 
were dining at China Garden, when his phone beeped an in- 
coming message. It was his father! "What!" he exclaimed. 
“Where did nana get a mobile phone from!” He read the mes- 
sage: "Surprise! Mr Venkat sold his old Reliance phone to me 
for Rs 700. Now we can SMS!" Ram replied: "Good, will call you 
later, busy now." After some preparatory noises, Ram pro- 
posed to Ragini. She neither accepted nor declined. She said: 
“I am being offered a transfer to the UK. This is a very big thing 
for me, more so for my family who need this boost to their im- 
age.” Rams script had provided for a ‘yes’ and a ‘no, but not a 
turn like this. Numerous bubbles burst in his mind. The bill ar- 
rived. It was worth two used Reliance phones from Mr Venkat. 

Ram, having known Ragini for four years, also knew how 
much she took it upon herselfto restore her family's lost grace 
after some debacle she hinted at. “It’s her Guntur dream", he 
wrote in his diary that night. Butthe matterate into his waking 
hours mercilessly. He was 28, Ragini 27. If her posting was for 
three years, it meant marriage at 31, first baby at 32. Ramulu 
felt depressed. For four years, nobody would call him daddy. 


E realised with a start that he liked being a daddy. 

Oh, but these things were not mentioned. A num- 

ber of his colleagues had married and were al- 

ready diapering babies and buying groceries on 
their way back from work. Some made calls in his presence to 
make baby talk with their babblers. Some called UTI and 
placed large sums of money in tricky financial plans that 
would quietly fatten on the initial deposit and burst forth into 
a life saver when the baby turned 20. But equally, there were 
some like him, courting girls with a mission, dodging parents 
with another mission. It was a tough life. 

Ram returned to his spreadsheets and sought comfort in 
their predictable ways. Later that night when he called his fa- 
ther, nana said: "When will you marry? Somu, Raghu, Krishna 
are already fathers of bonny boys. You have a wonderful job, a 
house, a car, you travel so much. Don't you need someone to 
take care of all that? Your mother is worried!” 

Ram did not know what to say. He wrote that night: “IfI had 
not left Guntur, if I had not gone to BITS and IIM, if I did not 
have a job that enslaved me, my life would have been like 
Somu and others. I belong to a world which expects me to 
adapt, change, reiterate and mould myself into a shape it prof- 
fers. Didn't professor Vyas call us ‘change victims’? Having 
bought into this world, can I complain?” 

Ragini, for her part, tried managing her conflicts. So for the 
next few weeks, the issue shuttled from her outbox to his in- 
box. Sadly, both were victims of the new age, victims of transi- 
tion, victims of evolution, victims of families which lived in 
their own unique time bubble. But both felt the urgent need to 
clarify, dig, unravel, examine and fall back stunned. So Ragini 
wrote: “Maybe you would like me to accord motherhood pri- 
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ority. Treat it reverentially. T'd like to if had the time. It's not my 
fault that the MBA took two years. I had waited for this day 
ever since I was 16 and the courts took my dad away. Yes, truth 
is, my dad was a lowly officer in a bank and he got caught un- 
wittingly in the mess unleashed by the Harshad Mehta scam. 
The infamy has been hard on my mother and brothers. I don't 
care about infamy; I care about failure. Natural progression 
from MBA to marriage is OK, but motherhood? I have no an- 
swer. I first need to discover that failure is not genetic." 

Victims of their particular times. While Ram fully em- 
pathised with these mini Durgas, he dared not let his father 
know; nana was prone to call this weakness. If Ramulu was 
caught between the drifting plates of'woman the mother' and 
‘woman the professional’, then, so was Ragini, he reasoned. 
For another mail fluttered into his inbox: “You men only need 
to get that MBA and worry about how weighty a designation 
you can wrangle. It's all part of the natural order of things in 
your life. Us women go get that MBA, then we stand on the fork 
in the road and flagellate ourselves with self doubts. Did this 
company hire me because I am single? What happens if I get 
transferred? Will I have to choose between spouse and career? 
Can I freeze my ovaries?” 

Ramulus ‘engagement’ came unstuck a little everyday, 
even as he tried to glue it back with his rationalisations and 
justifications. Ragini was clear she was in it to make big 
money. As for Ramulu, he often didn’t know what to do with 
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the money he earned. His needs were barely anything. Once 
he had wanted a lot of money for his Guntur dreams; some- 
where in his heart, he wanted to be known as a rich man. It 
sounded so promising! No, Ramulu was not from a poor fam- 
ily; he was from a family that enjoyed its defined existence. He 
did want to rise above the ordinary and pathetic existence he 
had led. He knew more money was a measure of something 
else, but he was unclear of what. 

He said so to Pritish Ghose, his roommate from IIM, now 
with Maruti. Thumping him on the back, Pritish said: “We all 
like being known as middle class during a job interview, but 
not while dating a girl. We are sad people." They all wanted to 
rake in big money.Wasn't that why they all studied foran MBA? 
That was Pritish's question. 

Ram smiled and said: "Let me put it thus: I want more 
money but I don't want to be rich." And it was so, if one 
watched Ramulu when he visited home once in two years. He 
didn't want to be known as rich, lest it drive his townsfolk away 
from him. He, therefore, dressed simply, travelled by local 
transport and never wore sunglasses — the one accessory his 
townsfolk associated with high living. Back when he was 
studying at IIM, they all knew they were being groomed for big 
times and big wealth. For most, the advent of affluence stirred 
guilt, and they made amends through hasty promises over 
pepperoni pizzas to donate and build and contribute. 


Ohad Ram. Itis such a Ram, a.k.a. Ramulu that we met 

at the start. Ramulu straddling two worlds, a world ac- 

cording to his gentle, Guntur origins and a world he 

had been force fitted into, post MBA — a world that ex- 
acted performance, a world that could not forgive, a world 
that sought to make him perfect. Not that he disliked it. He 
was even comfortable in it in many ways. Like Ragini. Com- 
fortable with the new values, the new demands, the new 
ways... uncomfortable only when life flash-backed and old 
promises, old relationships, old values, old paces and old vehi- 
cles that covered old distances beckoned. Both could not deny 
the past; neither could they deny the present. But in the 
process they denied each other as if the meeting of similarities 
would completely obliterate their respective orbits. 

Ram said to Pritish: “I have not forgotten Guntur, but that 
dream comes with the past attached — a past that got left far 
behind, and I find myself unable to move ahead. Have you felt 
this too? The new world, the new pace, its demands on my 
time and emotions, its expectations from me in terms of so- 
phistication and finesse, its tantrums over my lack of respect 
for modernity and progress, its disdain over my extreme sense 
of respect for small beginnings... all these are chaining me to 
the ‘now’. And often times it seems to me that some bridges 
cannot be built, some bridges simply won't hold up. And even 
this, Pritish, is MBA intellectualism! But I am trying..." 

It was in such a state of mind that Ram blasted young Jam- 
ini for what she called a human error. ^Please understand one 
thing," he had told her severely, ^you are not being paid to be 
human. You have to be superhuman, and if you cannot do it, 
then pack up!" This was the same Ram who, 11 years ago, had 
kissed the dust at the Guntur bus station and, weeping for his 
town, had said: " Endaro Mahanubhavalu, andariki na Van- 
danaalu (So many great people, my greetings to them all)." E 
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AMULU... Ram... Ryam. This 

transition appears to embody 

three separate lives in a single 

existence. The millions of ‘re- 
births’, or lifetimes we are supposed to 
have seem to be getting crunched into 
far less time! The story of Ramulu is, at 
first reading, a poignant symbol of how 
so many of us live parallel lives that have 
minimal meeting points. Yet when one 
looks deeper, one finds that there are 
other, less evident, issues at work. What 
are the three interlocking themes of 
identity, aspiration and home? Is a reso- 
lution of these possible? 

There is a certain similarity be- 
tween Ramulus father and his MD 
in terms of the way they galvanise 
him into action. The former influ- 
enced his career choice and the 
latter drives him to confront poor 
Jamini. No one else has quite the 
same power over him. Father and 
Boss are held above all. 

One of the main drivers of our 
protagonist's life is authority. He is 
essentially very conventional and 
does what the perceived authority 
wants him to do. Having done what is 
expected of him by his father, ‘success’ 











does happen, yet, there are some unin- 


tended consequences as well — his life | 


appears to take him far from his roots. 

There is a clear underlying feeling 
that seems to say: ‘I wish I could go 
home to where I really belong.’ Interest- 
ingly, it is as if a choice has not been 
made, as if he has been forcibly dispos- 
sessed. The reality is that Ramulu, 
though he has been influenced, has 
done it, and his choice is based on what 
he perceives his 'master' to want. 

The implication is that he is en- 
slaved. Being so, he has limited choices. 
In spite ofthe trappings of power and an 
educational pedigree, we really have 
quite a powerless person, passively ac- 
cepting his fate. At the end of the narra- 
tive he sees himself as ‘chained’, unable 
to act according to his own volition. His 
father or boss has not given him the in- 
structions to get out ofthis one. 

Given his lack of freedom, what does 


it do to his identity? He has to live the life | 
that has been given to him whether it | 


is Ramulu, Ram or Ryam. In fact, he has 
to be almost apologetic about being 
vegetarian because he is at the mercy of 
how he is seen by the Americans he has 
to interact with. His powerlessness 
evokes both pity on the one hand and 
irritation, on the other. Sympathy is 
given to people who are helpless. But he 
has put himself in this position, and that 
is why one gets irritated. He needs to 
own up to his choices. 

Unfortunately, prior to making his 
choice, his aspirations were, in reality, 
the aspirations of others. He is merely 
the conduit who is carrying forward 
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what certain others want him to do. 

The one aspiration he has of his own 
is his wanting to marry Ragini. However, 
what he envisages for her is that she be- 
come enslaved to his wishes. He sees no 


| space for her aspirations (in fact, he 


seems startled and dumbfounded by 
her needs). Perhaps those who become 
enslaved unwittingly perpetuate it 
through their relations with others. 

Finally, a word about the nostalgia 
that seems to grip Ramulu from time to 
time. The reality of Guntur involved very 
few opportunities, yet he has a feeling of 
‘paradise lost’. He has not been forcibly 
dispossessed of his birthplace and 
hometown. Instead, he has gone on the 
wings of his father’s dreams for him. 
Dreams which did not see much of a fu- 
ture for his son in paradise. He seems to 
be wallowing in unreal self pity, having 
divested himself of choices, or more ac- 
curately, not owning up to the choices 
he made ata very young age. This type of 
nostalgia is different from that which 
comes from forcible dispossession. 

He is, perhaps, at a point somewhere 
between having passively acquiesced to 
his father and making an active choice 
to be powerless. He is on the horns of a 
dilemma: if he strikes his own path, in- 


| dependent of his ‘well meaning father’ 


hestands to antagonise his parents. If he 
chooses to make his father happy, he 
lives in the internal agony of powerless- 
ness. The way out is not to simply be an 
extension of authority, but to examine 
intelligently what the authority wants, 
so that he can also put across his own 
view (even though that might be at odds 
with the Boss). 
One of the things we see regularly in 
our culture is the divide between per- 
sonal choice and being chosen for. Per- 
haps we are in a transition from the 
latter to the former. While there is a 
lot to say for people who have 
enormous experience and guide 
their wards to decisions that help 
establish a solid place in society, 
is it at the cost of letting wards 
take their own decisions and 'go it 
alone? Atatime when there is alot 
of uprooting and migration taking 
place, do we not need to be more 
courageous in choosing our fate? In 
the final analysis, helplessness depletes 
the vital energy so necessary for the 
growth of all. Hi 
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OU are not being paid to be hu- 

man. You have to be superhu- 

man, and if you cannot, then 

pack up..!” So goes the outburst 
from Ram. Is this the beginning of a pat- 
tern of irritable behaviour? 

Despite a successful career, Ram is 
full of self doubt. He is reflecting on the 
balance sheet of his life. He has gained 
wealth quite early in life, which will be 
the envy of many. By dint of profes- 
sional excellence he is ‘one of them’ in 
David's world of the large MNC. Simul- 
taneously, he wonders about the pur- 
pose of the wealth he has earned. He is 
losing Ragini, who is preoccupied in a 
career pursuit of her own. He is unable 
to do anything for his people in Gun- 
tur. Has this been worthwhile? 

He is not enjoying the fruits of 
his success. When he does enjoy it 
over the occasional beers with 
friends, deep down he feels guilty, 
meaningless and fragmented. He 
is internally torn between two 
worlds: his amma's Guntur and 
David's glittering MNC! 

His outburst against an enthusi- 
astic management trainee for an inad- 


vertent error is the likely beginning of a 
new behaviour pattern of an executive 
who is alienated within. Soon, he may 


be seen to be lacking emotional matu- 
rity — a ‘fatal flaw’ in an otherwise com- 
petent professional. He might even be 
passed over for promotion. He will be- 
gin to lose enthusiasm for the job. He 
will be seen as uninspiring, with ‘no fire 
in the belly’. 

Many of the IIM graduates reach this 
plateau early in their careers. They cope 
with this by dropping out from the cor- 
porate jobs, starting their own work, 
and sometimes begin drinking or smok- 
ing excessively. This leads to health 
problems and family discord. 

The Indian education system is 
quite a leveller. Numerous bright chil- 
dren get admissions in IITs and IIMs, ir- 
respective of their backgrounds. All of 
them rightly have their Guntur Dreams. 
Ragini, for instance, wants to redeem 
the honour of her family by reaching 
extraordinary heights in her career. 

The solution lies in the integration of 
the ‘dream ‘and ‘real’ — the two parts of 
ones view of the world. Ram needs to re- 
flect on what he wishes to accomplish in 
his life. What is his vision? What does he 
live for? What difference does he want to 
make in the world? 

A credit manager in a bank can see 
himself increasing profit for his bank 
by aggressively giving loans to indivi- 
duals. Alternatively, he can also look 
at his job as making a difference in peo- 
ples lives while fully abiding by the 
policies and framework of the bank. 
Take another example: a senior execu- 
tive who encourages his driver to edu- 
cate his son. The son eventually gets ad- 
mission in an engineering college. He 
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may not be solving the problem of world 
literacy, but he is making a difference in 
the life of one man. He is fulfilling his 
Guntur Dream. 

The late Dhirubhai Ambani dreamt 
of a time when a cell phone call would 
cost as much as a post card. The launch 
of the low-cost mobile phone drove 
the entire telecom industry to reduce 
prices. Someone was realising the Gun- 
tur Dream for all of India. 

In a large food retail business there is 
a merchandising manager who once 
spotted a desperate woman, Kasturi, 
getting beaten up by her drunken hus- 
band in a Chennai fish market for not 
earning enough. She bought jackfruits 
and sold them, earning Rs 65 a day — a 
sum inadequate for her alcoholic hus- 
band. The manager brought the couple 
to his office and taught them how to cut 
and clean the fruits properly, how to 
segregate them in smaller quantities, 
put them in plastic pouches and label 
them. The manager then bought these 
from the couple, and sold them through 
the company’s food retail stores. Slowly 
he introduced them to other vegetables. 

Today, Kasturi and her husband 
earn Rs 1.5 lakh per month! Of course 
in the process, the food retail stores also 
increased its profit as well. The manager 
has integrated his Gunter Dream into 
his merchandising job. 

There is a parable of a construction 
site where a consultant talks to three 
stone cutters. One says he is cutting 
stones to look after his family. The other 
says that this is the only job he can get. 
The third says he is building a temple. 
The stone he is cutting is for a temple 
and his job is critical to this important 
mission. All three are cutting stones but 

their perspectives are different. 
On reflection, one can always 
discover the wider consequences 
and the larger purpose of one's 
job. There is a connection be- 
tween the job and realising the 
Guntur dream. By doing the job 
well, a larger cause is also served. 
When one is able to see this con- 
nection, life becomes meaningful. 
When Ram discovers this larger 
mission, he will be less likely to lose 
his temper over occasional human 
errors. He will then be proud of Guntur. 
He will discover the joy and the pride of 
introducing ammato David. Z 
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The power of 


Inclusion 


HENEVER someone be- 
gins with a sense of inclu- 
sion while building a vi- 
sion, it is almost certain to 
be great. We see this in the 
way human history has unfolded. The concept 





| of vision in the history of modern business is 
, new, but not so in the history of sustained 


spread of ideas — from the way the message of 
Christ, Mohammed or the Buddha spread. 
Each one had something for the ordinary peo- 
ple; the more they included them, the wider 
was their spread. 

That may seem out of context in the pages 
of a business magazine. Not so. While building 
abusiness vision, the same rule applies. Look at 
the reason for Reliance becoming a household 
word. Dhirubhai Ambani's business vision was 
to benefit faceless retail investors. And so he 
built ‘inclusion’. Jamshetji Tata built ‘inclusion’ 
with the families of people who worked in his 
enterprise. An inclusive view of the stakehold- 
ers was key to Tata’s vision. 

The way to build ‘inclusion’ is to extend your 
zone of concern and influence to people who 
are twice removed from you. Think of the cus- 
tomer's customer. Think of the supplier's sup- 
plier and see how your business can benefit 
them. Netscape Explorer is a great example of a 
technology vision through ‘inclusion’. Thou- 
sands of copies were given away free by Marc 
Andreessen and company to developers at the 
beta stage. In turn, it became an extended de- 
veloper community's mission to make the 
product deliver great functionality. 

In the early 1990s, Intel started the ‘Intel In- 


| side’ campaign, when the company figured out 


that a desktop in any office could hold only two 
workstations. So, if they were to power the com- 
puting need for offices, Intel's growth would be 


| limited to the total number of office desks avail- 


able. Itis then that the company created a vision 


_ to bring computing home. The move called for 
| branding, something like a processor chip that 


none of us ever sees. 





Intel's subsequent success has been stupen- 
dous. Today, even children hassle their parents 
to buy only a Centrino or a Celeron or whatever 
latest chip Intel announces. Through its cam- 
paign, Intel made sure that its growth was not 
limited to the design of computer original 
equipment manufacture. Inclusion is the rea- 
son for Walt Disney's success. Inclusion has 
converted the once infamous Las Vegas from a 
gambling haunt into a family destination today. 

Sometimes, great visions begin with ques- 
tioning the present state of things. In any devel- 
oped country, a bypass surgery costs close to 
$100,000. In India, even after adjusting down- 
wards for purchasing power parity of the rupee, 
the cost would still be prohibitive for ordinary 
people. To someone like Dr Devi Shetty, 
founder of Narayana Mudralaya, it was unac- 
ceptable. So he started a vision that said it is 
possible for ordinary people to benefit from the 
state-of-the art healthcare. He questioned the 
cost of every procedure and looked for innova- 
tive solutions like the Yeshwaswini scheme. 
Under it, farmers in villages pay Rs 5 a month 
and get complete coverage for all major surg- 
eries. The scheme is not run on benevolence. 
When you aggregate the small savings of a large 
base of small people, it is staggering. Refusal to 
accept a seeming anomaly, an inherent defi- 
ciency, and a point of justifiable deficiency in a 
product or a service leads to great vision. Why 
should a bank have pre-determined working 
hours? Why should computers cost upwards of 
a thousand dollars? Why should long-distance 
calls be differently priced from local calls? Why 
should a clean hotel room cost upwards of Rs 
5,000 for a business traveller? Why should vehi- 
cle servicing be a daytime business? 

Great business models have been delivered 
right here in India. Having said that, not all 
great vision is born out of deeply questioning 
the present state of things. Many great visions 
are children of discontinuity. They flow from 
the unknown future. In the next issue, we will 
talk about that one. ge 
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the entire Konkan 
belt was under 
water..M. Rajshekhar 
reports © — 


== | 


Ch | pl UT Between 25 and 26 July, 


the town of Chiplun got 323mm of 
rain. Shekhar Channe, the additional 
collector of Ratnagiri, said about 
27,000 people of the area’s total popu- 
lation of 50,000 were affected. Ninety- 
three houses were destroyed. Another 
1,001 were damaged. Eleven people 
died. Total damage? Rs 41 crore. 

Other parts of the Konkan were af- 
fected as well. Mahad, 90 km to the 
north, had five metre deep flooding in 
some parts. 







Koyn Q The damis strikingly located. Its high rainfall 
catchment area is boxed in on three sides by mountain 
ranges. The only way out for all the rainwater is through the 
south, which is where the dam is. 

Any other year, it would have held the floods. But not this 
time. In the last two months, particularly in the past 10 days, 
about 109 thousand million cubic feet (TMC) have drained 
into Koynas 98.78 TMC reservoir. On 26 July, an astounding 
10 per cent of the reservoir filled up. On the day BWreached 
Koyna, its water level stood at 2,155 feet (calculated from the 
mean sea level) — a mere 3 ft below its full reservoir capacity. 
It had to release water to keep room for future downpours. 

On 27 July, the dam began releasing water. The initial rate 
of release was 10,000 cusecs (cubic feet of water per second). 
By 1 August, 90,000 cusecs were gushing out into the Koyna 
river. Two days later, when BW was there, it was still releasing 
E 85,000 cusecs. The situation was serious. The inflow into the 
dam that day was133,000 cusecs. 

And now for the problem. In a normal month, Koyna's 
outflow into the river is pegged at 2,200 cusecs. The rest is di- 
verted through hydroelectric tunnels into the Konkan 
region. As the river shrank in size, people, over the years, 
moved closer and closer to it. This year, with 40 times more 
water in the river, they paid for it. This also means no respite 
from the floods till the heavy rains stop in Koyna. 
















Am bagh at On his five 


acres, Isha Kadam Deolekar had 
planted paddy and sugarcane. When 
the local river went on the rampage, 
his fields were covered in with two 
metres of water. Now, the waters 
have receded, but the rice crop 
looked doubtful. The shoots lay on 
their side, stretched out to the south, 
mutely indicating the way the water 
had gone. Deolekar would have 
earned about Rs 1.5 lakh from the 
paddy he had sown. This year, he will 
be lucky to get a fraction of that. 
Similar tales are heard in every 
riverside village. Elsewhere in Am- 
baghat, houses had collapsed, crops 
and livestock had drowned, and 
crops had choked under silt. At other 
places, top soil had been washed 
away. Further down the road, the vil- 
lage of Niliwadi had been swamped. 
Its inhabitants were sheltering in a 
school in an adjoining village. 
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MAHARASHTRA FLOODS 


This district lies down- 
river from the Koyna dam. When the 
dam released more water than 
usual, Patan was one of the first ar- 
eas to bear the brunt. Of its 313 vil- 
lages, 12-15 abutting the Koyna river 
were affected. Houses were sub- 
merged. Road links snapped. Ajit 

Eveipuation in Relekar, the local sub-divisional 
Dhanaulti magistrate, said that 200 families 
had been evacuated. The rest had 
moved to higher ground. The towns 
lower reaches were inundated. 
There were no casualties as it takes 
four hours for the dam water to 
reach Patan. Enough time to get out. 












Thanks to 
the Koyna, Warna and other tribu- 
taries, the Krishna had swollen to 
162,000 cusecs (compared to the 
usual 133,000 cusecs) by the time it 
reached Sangli. All bridges con- 
necting Sangli to the rest of the 
country were under water. 

Sanjeev Ingale, an MSEB engi- 
neer who had left Sangli earlier that 
day, told BW that one-third of the 
city was under water. His house, 
too, had chest-deep water. Was it 
close to the river? No, only 4-5 km 
away. Dhanaulti, to the north of 
Jaisinghpur, and Jaisinghpur itself 
were in trouble as well. These are 
flat lands. For every one foot rise in 
the river levels, kilometres were 
getting flooded. 
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BROWSING 


Sandip Somany 
Joint MD 

Hindustan Sanitaryware & 
Industries 


I am reading 20:21 VISION by 

Bill Emmott, who is editor-in-cheif 
of The Economist. The book revisits 
the lessons of the last century and 
shows us how to use them in the cur- 
rent century. I would definitely rec- 
ommend this book. 

I prefer reading management 
books, and I make my choices based 
on what I see at the bookstore, what is 
reviewed in magazines or what is rec- 
ommended to me by somebody I 
know. I normally get my reading done 
while travelling. " 


ALERT 

The Parsi Theatre 
by Somnath Gupt, translated and 
edited by Kathryn Hansen 
(Seagull Books) 





PARSI theatre, a mobile, 
company-based form of 
entertainment that be- 
gan in the 1850s and en- 
joyed a popular run for 
about 80 years, has left 
us a rich legacy. Its 
musical repertoire, and 
its songs and dances 
are still the mainstay of popular 
cinema in India. You don't have to 
do research to find the link; just 
watch the mega successes of Hindi 
cinema like Mughal-e-Azam. In fact, 
many of the latter-day stars of 
Parsi theatre like Sohrab Modi 
made a natural transition to Hindi 
cinema in the 1930s. Hansen's 
translation of Gupt's fascinating 
work is efficient. She fills in gaps 
and corrects some mistakes — and 
she makes sure you realise how 
much better informed she is. m 
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out to create a dotcom 
business. In fact, neither 
McVicker nor his partner 
Jeff Kleck had more than a 
vague idea of what the 
Internet was all about when they start- 





Of start-ups 


This tale is his take on the events. As 


| he points out, it is quite possible that 


AYNE McVicker didn't set | 


the characters in this book have a very 
different version of the same events. 
The caveat was unnecessary — after 
all, any book is its author's version of a 


set of events. 


ed their company in 1996. The duo had | 


set out to create a product they believed 
would be absolutely essential to the 


healthcare industry. And they started a | 


new company because they were sick 
and tired of the culture of the company 
they were working in. Even then, they 
were planning just an old-fashioned 
brick-and-mortar business. 

But Neoforma, the com- 
pany McVicker and Kleck 
created, became an 
archetypal dotcom 
tale. It was among the 
first to use the power 
of the Web to market 
itself. It raised several 
rounds of funding 
from angel investors 
and powerful Silicon 
Valley venture capital- 
ists. It listed at the 
peak of the dotcom 
boom and its stock 
soared to giddy heights, before crashing 
when the bubble burst. 


| 





STARTING SOMETHING 


The founders started out firmly | 


in control — and ended up losing most 
of it. For a brief while, they became 


extraordinarily wealthy — at least | 


on paper. When the dotcom bubble 
burst, they also lost most of the millions 
they had made. 

McVicker's recounting of the Neo- 


forma story is quite an extraordinary | 


tale. It is the intimate recounting of an 
entrepreneurs journey from the begin- 
ning to the end of the dotcom era. It 
takes a close look at the people who 
made up the backbone of the Silicon 
Valley system, their optimism, their 
greed, their ambitions and their follies. 
At the beginning of the book itself, 
the author makes one point clear. 


BUSINESSWORLD 64 22 AUGUST 2005 


The Neoforma story didn't start with 
any grand vision. The founders were 
working for a healthcare giant and had 
created a software product to support 
clients who were buying a particularly 
complex piece of equipment. Some- 
where along the line, they figured out 
that the software could be developed to 
support clients of their company’s rivals 
as well. That is, it could be a very useful 
independent decision support tool. 
Having figured that 
out, they tried to first 





STARTING 
SOMETHING 
An Entrepreneur's 
Tale Of Control, 
Confrontation & 


Corporate Culture 


By Wayne McVicker 


Pearson Power 
Pages: 409; price: Rs 499 


McVICKER 


convince their company to create an in- 
dependent division that would sell this 
software. When the company showed 
little interest in doing so, they set up 
their own firm and named it Neoforma. 

A wealthy lawyer who helped incor- 
porate Neoforma acted as the first angel 
investor. He also introduced the duo to 
other wealthy people interested in in- 
vesting in exciting companies with high 
potential. Meanwhile, McVicker stum- 
bled upon the Net — and having discov- 
ered it, embraced it wholeheartedly. 

At the time, things were hotting up in 
Silicon Valley and the roller coaster ride 
started. As Neoforma grew, so did both 
its potential as well as its problems. 
Kleck and McVicker made some great 
hires — and also some disastrous ones. 


. One particularly bad hire was a beauti- 








ands tua.ks 


EXCERPT 


N March of 1997 our online catalog was still relatively small.... However, 
the email enquiries sent by visitors to our website to suppliers were of 


great and intriguing variety... 


“We are in need of blanket warmers to be used for rats during 


surgery...” 


People from all over the world were looking for all kinds of stuff. Ex- 
pensive stuff. And they seemed to be very grateful to have found a way to 
connect to those who could meet their needs. 

The variety of stuff they were looking for went far beyond our initial 
scope. What an interesting challenge, connecting this community together 
in some way that made sense to everyone involved! 

If everyone benefited from what we created, then it should be easy to 
come up with a model where the costs were balanced with the gains — es- 
pecially when single transactions were often worth millions of dollars. We 
were definitely onto something good here. 


ful, charismatic woman who came in as 
a star marketer. For a fairly long time, 
both the founders were completely be- 
sotted with her. They ignored the fact 
that their relationships with important 


clients was growing increasingly slip- | 
shod, that things were getting increas- — 


ingly chaotic in the office as well, or even 
that that lady didn't seem particularly 
interested in the product at all. They 
backed her even as things went wrong. 


By the time they finally fired her, they | 


had lost good loyal people as well as 
valuable clients. 

As Neoforma's operations grew, it 
also required bigger investors. Now the 
big time venture capitalists came in — 
and with it, the control of the founders 
slowly eroded, as did their relationships. 
In fact, at one point, the two partners 
practically stopped speaking to each 
other. The authors relationship with his 
wife also became fairly rocky. 

The new investors pushed the early 





WAYNE McVICKER, 
an architect and 
entrepreneur, has 
served as president 
and board member of 
Neoforma, the first 
healthcare-dotcom- 
B2B e-commerce 
company which he 
co-founded 














angels out of the board. They also 
brought in a new CEO and a host of new 
managers, and wrested away control 
from the two partners. Ultimately, as 
McVicker puts it, Neoforma had little 
need for its founders anymore. 

Yet it was not all bad news as the 
company grew. McVicker and Kleck 
ended up meeting and working with a 
host of truly extraordinary people. One 
ofthem was the Silicon Valley real estate 
tycoon who acted like a quasi- VC, pro- 
viding office space only to firms he con- 


| sidered extremely promising. In fact, 


this man’s record at picking winners was 
better than some of the biggest VCs in 
the valley. Then there was the search 
firm star — a man with an unerring 
knack of finding the best talent for his 
clients. It was this man’s hires that 
caused Neoforma to soar, even though it 
marginalised the founders. 

The strained relationship between 
the two founders finally mended after 
they were both out of the company. 
As McVicker ends his tale, you detect 
justa trace of bitterness at having to give 
up a company he had poured his heart 
into. But he takes it philosophically 
enough and realises the need to move 
on with his life. 

This is easily one of the more honest 
and interesting books on that era. A 
must-read for anyone wanting to start 
his own company. » 
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SELECTION 


Re-Imagine 
regurgitated! 


OUR small books designed to 
create a mega impact. That's 
TOM PETERS ESSENTIALS on leader- 
ship, talent, trends and design (DK 
Publishing). The ‘sermons’ in these, 

culled mostly from his book Re- 
Imagine, have been *nipped and 
tucked and revised". They stare out 
at you from wildly coloured pages. 

Peters does tell some good sto- 
ries. For example, in Talent, Peters 
takes a risk to relate an incident 
when a drunk business strategy pro- 
fessor confronted a corporate big- 
wig. His problem? “I've got about 20 
of the sharpest kids in Sweden in my 
advanced business-strategy semi- 
nar," Peters quotes him as saying. 
"Every one of 
them tells me 
he'd sooner die 
than come to 
work for you. 
They're not will- 
ing to ‘wait their 
turn' before tak- 
ing charge of 
something in- 
teresting." 

But he of- 
ten falters. In 
Design, he 
stresses the im- 
portance of creating an 
"experience". Sample this: "What 
makes an experience an experience 
is that it has at its centre... some 
sense of unified whole. Some sense 
of design." Trends is actually about 
marketing to women and is mostly 
written by Martha Barletta. 

Unfortunately, Peters shares the 
belief that the MTV generation's 
miniscule attention span can only 
take sound bytes and flashy images. 
His 24-point font screeches and sun- 
glass-clad 'cool managers' repeat 
themselves. This sort of thing may 
be great for TV marketing, but it's 
bad for a half-way intelligent reader. 

It's great to experiment with the 
layout and structure of management 
books. No genre ever needed some 
sexy fonts and funny pictures more. 
But the Peters team goes overboard 
and it all ends up messy. 
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HE Common Minimum Programme (CMP) 
is believed to be the touchstone for the UPA 
governments policies — foreign or domes- 
tic. On foreign policy, it proclaims that the 
government will “seek to promote multi-po- 
larity in world relations and oppose all attempts at unilat- 
eralism. Even as it pursues closer engagement and rela- 
tions with the US, the UPA government will maintain the 
independence of India’s foreign policy position on all re- 
gional and global issues. The UPA is committed to deep- 
ening ties with Russia and Europe as well.” As ideals go, it 
is as even-handed and principled as you can get. 

Before elections, and in the first few months after com- 
ing to power, the UPA’s diagnosis seemed to be that the 
NDA government, thanks to 
Jaswant Singh and Brajesh 
Mishra, had taken India too 
close to the US. It is another 
matter that commercial links 
with the US are now stronger 
than ever. There is greater 
American interest in India's 
growth potential as highlighted 
at a recent CII and US-India 
Business Council meeting, not 
to speak of outsourcing and In- 
dian students flooding univer- 
sities in the US. 

However, there is an impor- 
tant and valid distinction 
between private American 
interests and US government 
policy. While business ties 
should and must increase, the 
Left has a point if it complains that PMO now seems to 
have discovered the virtues of Pax Americana after having 
rediscovered the virtues of Pax Britannica. The Manmo- 
han Singh government's infatuation with George Bush 
and Condoleezza Rice (notwithstanding America's recog- 
nition of India's nuclear status, civilian nuclear coopera- 
tion and the now somewhat irrelevant support for a Secu- 
rity Council seat) should, therefore, be more restrained. 
Other than India's economic potential, the Americans 
presumably want to remove the hyphen from India-Pak- 
istan ties and insert it in the India-China equation. This is 
transparent enough. What Natwar Singh, Mani Shankar 
Aiyar (having lost his gas link with Iran) and Prakash Karat 
are presumably asking the PMO is: what do we get in re- 
turn? There is no transparency on this score. 

Nowhere is this problem as evident as in trade policy. 


India and the US have now submitted a joint paper | 


on trade facilitation to the WTO. The CMP it must be 
mentioned, talks approvingly offormer commerce minis- 


Other than having something 
to show the US trade represen- 
tative, what was India's hurry in 

pushing for trade facilitation? 











"I Trading po. itiun., 


ter Murasoli Maran's stance at Doha and also about 
the role of the G-20. Till recently, India had stoutly op- 
posed inclusion of trade facilitation in the Doha Develop- 
ment Agenda, while the US and the Europe were pushing 
for it. Although the G-20 is primarily about agriculture, 

this bloc does not want trade facilitation either. Nor 
does the July 2004 framework agreement require trade fa- 
cilitation to be negotiated. 

Other than having something to show when US 
Trade Representative Rob Portman visits India in Septem- 
ber, what was India's hurry in pushing for trade facilita- 
tion? The first meeting of the US-India Trade Policy Forum 
will be held fairly soon and there is also talk of a bilateral 
investment agreement and a limited free trade agreement 
(FTA) in services surfacing 
at this forum. These may be 
good ideas in themselves 
but there is also the valid argu- 
ment that FTAs work best 
when economies are comple- 
mentary. Besides, China (plus 
Hong Kong) is no less impor- 
tant as a trading partner and 
shows higher growths than the 
US. China is also a member 
of G-20. Is it pertinent, there- 
fore, to ask what happened 
to the proposed FTA with 
China? There is the limited 
point that India's FTA initia- 
tives seem to be ad hoc. 

However, leading up to the 
sixth WTO ministerial in Hong 
Kong in December this year, 
there is a more serious issue. The Doha round is stuck be- 
cause of agriculture and, to some extent, on the formula 
to be adopted for non-agricultural market access (NAMA) 
negotiations. India is still aligned with the G-20 which, 
one ought to remember, is a powerful negotiating force. 
With the sanction of the Prime Minister's Office (PMO), is 
the commerce ministry now striking a deal with the 
Americans, and undermining the G-20 in the process? Af- 
ter all, in election of the WTO director-general, India did 
eventually support Pascal Lamy, the US-EU candidate, 
and got a deputy director-generalship in return. 

Unlike broader strategic or nuclear issues, the cost- 
benefit calculus in such quid pro quo should be fairly 
simple, and the country has a right to know the price 
atwhich India is being bought. G-20 may be a post-Maran 
development, but there is no denying that the Maran 
legacy is being frittered away. China, Brazil and South 
Africa, among others, may well have the right to question 
Indias position. e 


ANTHONY LAWRENCE 


BUSINESSWORLD 66 22 AUGUST 2005 


It's good to be a star... 
you get pampered by fans, 
loved by secret admirers...and 
envied by your colleagues ! 


They all share a special place 
in my life - my 1GB 
Yahoo! India Mail inbox! 


A seamless emailing tool with SpamGuard, Yahoo!'s proprietary 
spam filtering system, virus scanning and cleaning, 1GB of email 


storage, allowing attachment size up to 10MB, and more. 


No wonder why Yahoo! India Mail is the choice of millions in India 


& across the globe. 


Log on to www.yahoo.co.in to know more 


Virus scanning and Create and manage 
cleaning disposable email addresses to 
defend your primary address 
against spam 


YAHOO! MAIL 


< 
Search your mails 
faster, with the new 


enhanced search from 
Yahoo! India Mail 


INDIA 


Everyone you know, has one! 


Get mail alerts 
on your mobile for the 
emails that you decide 
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IT'S A DRAWING PAD. IT'S A NOTEPAD. 
BEST OF ALL, IT’S A THINKPAD. 








INTRODUCING THE THINKPAD X41 TABLET. Finally, a tablet 
PC worthy of the name ThinkPad. Together, ThinkPad and 
Microsoft bring you the power you expect in a ThinkPad 
with Windows XPrplus the pen and digital ink technology 
that let you write directly on the screen. It's a whole new 
way to use a ThinkPad. 


18% LIGHTER. 6% THINNER. At just over an inch thick, the 
ThinkPad tablet is almost a full pound lighter than the next 
lightest in its class. But it's no lightweight, with features 
like shock absorbers, biometrics, award-winning keyboard 
and Intel® Centrino™ Mobile Technology on many models. 


1600 425 3333 thinkpad.com/shop/in 
ThinkPad is a product of Lenovo. 


THE WORLD'S MOST SECURE TABLET PC. Together, the 
integrated fingerprint reader (select models), encryption 
software and embedded security subsystem make 
ThinkPad the most secure tablet PC there is. No one offers 
a higher level of security as standard. 


STARTING AT Rs. 1,32,000*. ThinkPad is now a product of 
Lenovo, a new global company uniting Lenovo and the 
former IBM PC Division under the Lenovo name. Our 
mission IS to bring more innovation to more people so they 
can do more amazing things. Find out more and take the 
3-D tour at thinkpad.com/tablet. 
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of planes 
flying in and 
out of airports 
has shot up. 
But the air 
traffic system 
is ill-equipped 
to handle this. 
A scary story 
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Get assistance with ease. Wherever you are. 


Simply dial 121 to get assistance in your home network or while roaming anywhere 
in the country. When abroad SMS your queries to 121 or email at 121@airtelindia.com 
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Inviting candidates 
with minimum 
2 YEARS WORK 
EXPERIENCE for a 
1 YEAR MBA PROGRAMME 
that will change your career path 








Management experts are unanimous that an MBA programme delivers maximum value if done after a couple of years experience, 
as the student can then relate the theories to real life experiences for an in-depth understanding. TASMAC is perhaps the only 
institute in India that insists on a minimum of 2 years work experience as an eligibility criterion. Thus you become a part of a 
group working at the same frequency creating a stimulating learning ambience. 
The intensive one year MBA at TASMAC promises to be the 
most satisfying and rewarding experience of your life. 


At TASMAC, Pune, Bangalore & Kolkata get globally recognized British Management Degrees validated wo A 
UMIVERSIEY OF WALES, UK. 
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Q [have to disagree with Omkar Goswami's 
opinion that lower and middle class 
students now have more chances to make 
it in the corporate world. The heightened 
competition these days has given rise to 
the culture of expensive coaching classes 
that only the rich can afford. Hence, for 

| Shah Zafar | success in competitive exams like the 
ir T m am 7 xo CAT, calibre is not the only deciding factor. Even the | 

o application forms for B-schools cost a lot. Plus, an average student from 

an English-medium school has a much greater chance of finding a job 
(due to his better English skills) than his counterpart in a vernacular- 
medium school. So, nothing much has really changed after all 


Mayukh Ghosh, via email 


maranana arapaima 
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me as nothing more than an attempt to 
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hie 2870217078, Fax 23702061 ; I differ frorn Mr Goswami s view that | create a cartel in the steel industry (‘Re- 
M ua ‘vernacular medium types’ are in for an | casting Global Steel’, BW, 15 August). 
3 viu ca d argo AER easy time (HowVMTsAreTakingOver | Your article tries to give it a positive 
- (Opp. Century Mills), Woni, "e | PLUS, BW, 15 August). I am a "freshly- | spin. I fail to see why we should be so 
^ Mumbai 400013 . = minted MBA’ and have seen the excited about it. 
< Phone: 24962587-94; Fax 24962597 E » ground realities. | Ram, posted on BW website 
Head Office » ie d. Offi 7 2 All entry-level jobs have moved to 





| 
direct campus placement in B-schools. | IMPROVEMENT AT LAST 

Most of the B-schools are private insti- | For a while, I felt Businessworld was 
tutes and are aspiring to become ‘dee- | deteriorating. When the price of the 
med universities. And ifyou wantto — | magazine increased, readers began to 
get a seat, you better have a big bank | expect more for their money, 
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| Cc: Finance@MeraCompany.com 
wy | Subject: Recommended with HutchMail. 


Dear Arun, I am delighted with the HutchMail experience on 

my 9300 smartphone, I recommend that we evaluate this À f 
for immediate deployment. Please call 30303838 for details. 
Regards, Dewang. 
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The Nokia 9300 smartphone - Created for a new generation of leaders. 


With QWERTY keyboard and a brilliant 65K colour widescreen, you can easily create full messages 
with attachments on the Nokia 9300 smartphone. And now with HutchMail, mobile e-mailing is 
serious business. Find out more at www.nokia-asia.com/9300 and www.hutch.co.in 


E-mail with attachments « Office applications « EDGE (EGPRS) for high-speed data transfer 
e Fax * Hands-free speaker phone » Multi-Party conference calling* « PIM functionalities 

e Widescreen viewing and full keyboard « 80MB user memory and 128MB MultiMediaCard 
e Games and Music Player *Network dependent 
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HutchMail recommended on Nokia 9300 smartphone lead by examp le 


HutchMail is a service provided by Hutch 


30303838" Always insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered phones. Nokia India Warranty is applicable only for phon ported 
*| 
: j| by Nokia India Pvt. Ltd.  #For assistance on Nokia products and services, call Nokia Care. Add ST je when dialling | M i 3 














this issue 








COVER STORY 


Flight Into 
Danger 


The number of planes flying in 
and out of Indian airports has shot 
up. The problem is that neither air 
traffic controllers (ATCs) nor the 
equipment at airports are able to 
keep pace with it. And thats 
increasing the risks of flying. 
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Energy Policy 


National Thermal Power Corporation, the largest thermal 
power producer in the country, has decided to stay with coal. 
Its rationale: banking on gas is too risky. 


Swift Maruti’s latest 


car promises to change 
many things for India’s lar- 


and the industry in general. 


Maruti MD Jagdish Khat- » y: | 
tar: ‘This round is ours’ a á 
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looking to expand their presence in the commodities market. 


Coal It is time India learnt from China the technology 
to exploit its indigenous coal bed methane to produce energy. 
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se Rejuvenating Land 


A land restoration ef- 
fortin Kuppam won't 
just boost the ecology 
— it will also trigger 
economic activity 
that is environmen- 
tally sustainable. 


Breathing new life » 
into semi-arid land 
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Turbulence ahead 


NDIAN airports are shabby, depressing places. They 
are only marginally cleaner than Indian railway 
stations. They have dirty floors, smelly toilets, broken 
chairs and surly staff. Passengers put up with all this 
because of the convenience and safety of air travel. 





The safety that one takes for granted in air travel might be 
illusory though. Overworked, stressed out air traffic 
controllers, rapidly increasing flight traffic and antiquated 
equipment are combining to make air travel in India far 
riskier than it used to be. Data maintained by the Airport 
Authority of India shows that the number of "incidents" — 
events that could have led to serious accidents — have 
been rising inexorably month 
after month. In 2004, there were 
10 incidents reported in the 
entire calendar year. By June 
this year, nine incidents had 


Businessworld 


The problem is that the air 
traffic management system is 
being overstretched, says 
contributing editor Anjuli 





_ Bhargava who wrote the cover 


story for this issue. Flight traffic has been increasing by 26 per 
cent per annum for the past two years — but the staff 
manning the air traffic controls has remained the same. A 
system equipped to handle 28 flights an hour is being forced 
to handle as many as 40 flights in an hour. Obsolete computer 
servers are still being used by the air traffic controllers. 
Antiquated radio links that fail regularly are still pressed for 
use. Add to it pilots who do not always obey air traffic control 
instructions and you get a fairly frightening picture. 


What is the government doing about all this? Predictably, the 
government has set up committees — three at last count — 
to examine the issues and suggest solutions. How long will 

it take for these committees to submit their final conclusions 
and recommendations? And how long will it take for the 
government to then accept and implement these 
suggestions? Those are the all important questions that 


p popa 


PROSENJIT DATTA, EXECUTIVE EDITOR 


need answering. 
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TATA MOTORS 
Sumantran exits 


ATA Motors executive director 

V. Sumantran quit last week 

after a five-year stint. No sur- 
prise. The stock price hardly reacted 
to the news. Even chairman Ratan 
Tata’s statement was dull. 

Sumantran had come from Gen- 
eral Motors to take charge of Tata’s 
pet car project. He brought the finer 
carmaking sensibilities to a truck 
maker. He was instrumental in re- 
engineering the Indica and bringing 
about the success of the V2. He also 
worked on improving the products 
and to rebuild what was at the heart 
of Tata Motors: its engineering skills. 

When Sumantran joined, the 
company had reported its historic 
loss of Rs 500 crore. While the car 
business was still new, the truck 
business was los- 
ing money due to 
poor manage- 
ment in the previ- 
ous years and 
bad market con- 
ditions. Tata Mo- 
tors needed 
someone to turn 
around the com- 
pany quickly. Ravi 
Kant, who joined 
around the same time, did so. 

In three years, Kant made the 
commercial vehicles business a pro- 
fitable one. He even bought Dae- 
woo's plant in South Korea. Mean- 
while, Sumantran suffered. The tie- 
up with Rover, his initiative, failed. 
More important, Ratan Tata felt that 
Sumantran had not prepared the 
company to capitalise on the car 
market boom. For many months, 
Tata Motors plants were running at 
capacity. Sumantran did not want to 
launch the Marina estate and Tata 
had to force him to do so. Suman- 
tran failed where Kant succeeded. 

Yet, Sumantran will be a loss. 
For, when things are smooth and the 
company is seeking export markets, 
the need of the hour is to raise engi- 
neering skills to the next level. & 

T. SURENDAR 
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HE Centre has dropped the 
idea of lowering the floor for 
government stake in PSU 
banks to 33 per cent from 51 


along expected lines, was made by 
finance minister P Chidambaram last 
week. However, a more interesting 


amendment seeks to reduce the num- | 








DILEEP PRAKASH 


| 
ber of directors appointed by non-gov- 
ernment shareholders to three. 


The current norm is that if the gov- 


| ernment shareholding in a bank is more 
per cent now. The announcement, | 


than 80 per cent, then four non-govern- 
ment shareholder directors can be ap- 
pointed. If the government stake is less 
than 80 per cent, the number is six. 

A senior banking official said the 


POLITICS 


Armtwisting works 


YEAR after it helped the Con- 
gress form a government at the 
Centre, the Left is increasingly 
dictating policy. The latest evidence: fi- 
nance minister P. Chidambaram said 
last week that the government will drop 
its plans of strategic sale of PSUs and re- 


duction of stake in state-owned banks | 


below 51 per cent. The climbdown is 
clearly to woo back its Left allies to the 
UPA Coordination Committee, which 
they have been boycotting in protest 
against Chidambaram's move to sell 10 
per cent of BHEL. 

Leftist leaders have refused to con- 
sider pleas by the government that the 
proposed sale did not violate guidelines 
laid down by the UPA Common Mini- 
mum Programme (CMP), which merely 
suggested that generally profit-making 
PSUs should not be privatised (a sale of 
more than 50 per cent equity). Nor was 
the Left ready to accept the argument 
that the CMP had also called for the util- 


isation of privatisation revenues for so- & 
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cial development programmes, many 
of them suggested by the former. 

Rattled by the Left's intransigence, 
UPA chief Sonia Gandhi is believed to 
have asked Prime Minister Manmohan 
Singh a few weeks ago to junk the gov- 
ernment's plans to reduce control over 
state-owned outfits. 

Arm-twisting by the Left Front has 
also forced the government to accept a 
majority of its demands on the new Na- 
tional Rural Employment Guarantee 


Leftward ho: CPI(M) general secretary 
Prakash Karat 





reason for the government move was | 


that there had been cases where, at the 


AGM, shareholders with as few as 100 | 


shares would manage to get elected to 
the board. This process would allow the 


managing director to easily fill up the | 


board with his cronies. 
Ideally, a nomination committee of 
the board would be set up to screen ap- 





plications for directorship, ensure that | 


candidates had the necessary skills and 
then make recommendations about the 
correct candidate. The problem, as the 
government perceives it, is that nomi- 


nation panels are few and far between | 


and till they become well established, 


this amendment would be effective in | 


keeping off unqualified applicants. 

This is, of course, as the official put it 
with masterly understatement, a 'dou- 
ble-edged sword’. Instead of the manag- 
ing director peopling the board with his 


cronies, the government could easily fill | 
up the board with its own political ap- | 


pointees. It flies in the face of giving 
more autonomy to PSU banks. d 
AVINASH CELESTINE 





Bill. Significantly, Left leaders are in- 
creasingly taking credit for the rural job 
scheme, dashing hopes of the Congress 
to take electoral advantage of the pop- 
ulist sop. This is yet another indication 
ofthe steady political marginalisation of 
the Congress as power equations shift 
within the ruling coalition. 

The Left's ascendancy has been par- 
ticularly evident in recent weeks. It was 
the Left that hijacked the storm in Par- 
liament over police atrocities on striking 
workers in Gurgaon. When the govern- 
ment was cornered over the Nanavati 
panel report, it was the Left that got the 
Congress to get the resignation of NRI 
Minister Jagdish Tytler. On both occa- 
sions the Left bailed out the government 
by outwitting the Opposition. But some 
Congress leaders are getting worried 
about the Left's larger-than-life profile. 

Resentment within the Congress 
against the Left is likely to grow as the 


two face offin the assembly polls inWest | 


Bengal and Kerala. But in the absence of 


an assertive leadership and the gloomy | 


prospects if a snap mid-term poll was 
held today, the Congress is unlikely to 
stand up to Left pressure. ` E 

AJOY BOSE 











BROADCAST POLICY 


Retrograde at best 


ARADOXICAL, contradictory 

and fairly pointless. That is 

what the new broadcast pol- 
icy being discussed within govern- 
ment circles seems. It is, going by 
reports so far, intent on forcing 
broadcasters to share sports feeds 
with Doordarshan (DD). It is bent on 
forcing every channel of every broad- 
caster to be registered in India, on 
stopping foreign news channels from 
carrying Indian ads and so on. None 
of them behove one of the most ex- 
citing media and entertainment mar- 
kets in the world. What information & 
broadcasting minister, Jaipal Reddy, 
is suggesting makes the $2.5-billion, 
happy and growing television indus- 
try, look insecure. 

Take the 'share all 

events of national in- 
terest with DD' dic- 
tum. It violates, in a 
very basic way, the 
right of a company to 
do business. It is like 
building a lovely house 
that the government 
tells you to share with 
the slum dwellers be- 
cause they cannot af- 
ford it. The govern- 
ment's argument — if 
something is in ‘na- 
tional interest', it has to be shared 
with DD since it has the widest reach 
and is accessible to all 'sections of 
society'. So far, only cricket match 
broadcast rights, for which channels 
like ESPN-Star Sports or Ten Sports 
might have paid millions of dollars, 
are being defined as 'national inter- 
est'. The paradox here is the num- 
bers tell a different story. According 
to the latest Indian Readership Sur- 
vey numbers, cable and satellite 
(C&S) reaches more than half the 83 
million TV homes in India. But the 
most startling fact is that rural and 
semi-urban India is the fastest grow- 
ing chunk of C&S services — about 
178 per cent growth in rural India 
versus 90 per cent in urban India 
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| 
| 


since 1998. Even if one discounts 
some of this because the base may 
have been small to start off with, the 
fact remains that in another three 
years, C&S will probably have a wider 
reach than DD. Add DTH homes, 
which should multiply to a million or 
more in 8-12 months as three more 
private operators come in, and one 
wonders what ‘national interest’ DD 
serves. The fact is television is pene- 
trating well, will continue to do so, no 
thanks to DD, which has been stuck 
at about 80 million viewers for years. 
Now take the move to stop for- 
eign news channels from carrying In- 
dian ads, or ads targeted at Indian 
audiences. What if this is done to In- 





dian companies broadcasting 
abroad? If Zee TV cannot carry the 
ads it does on its UK feed, it would 


| lose revenue. 


| 
| 
| 
| 


What India, one of the hottest 
broadcasting markets in Asia, needs 
is a Convergence Bill, the draft of 
which is ready. It is a good Bill, based 
on the Malaysian one, and compre- 
hensively covers any type of elec- 
tronic entertainment. Most impor- 
tant, it is futuristic and takes away 
the ad-hocism that media policy has 
become in India. Mr. Reddy might do 
well to take a look at it before he 
puts his stamp on another policy, 
which some other successor might 
change again. LE 

VANITA KOHLI-KHANDEKAR 


HEMANT MISHRA 





COAL E-AUCTIONS 


Marked 
to market 


NLINE coal auctions seem to 
() =< the makings of success. 

Overseen by the state-owned 
Metals & Scrap Trading Corporation of 
India (MSTCI) and Metaljunction, a 
joint venture between Steel Authority of 
India and Tata Steel, the auctions have 
totted up encouraging numbers. The 
. two auction platforms have auctioned 
4.5 million tonnes of coal worth Rs 707 
crore. The total number of registered 
customers on the two sites has risen 
to 3,585 now from approximately 2,500 


— , inJune. 


When the service began in April 
this year through MSTCI (Metaljunc- 
tion launched coaljunction in June), 
there were fears that small buyers 
would be crowded out. But MSTCI fig- 
ures belie such fears. An overwhelm- 
ing 68 per cent of the buyers have 
bought lots of less than 500 tonnes of 
coal, and 25 per cent purchased less 
than 100-tonnes lots. "This means the 
auctions are doing what they had set 
out to do — make coal of choice avail- 
able to buyers across the board," says 
MSTCI chairman and managing direc- 
tor Malay Sengupta. 

One criticism has been about a 
steady price rise. Some collieries saw 
prices going up four-fold as bidders 
were willing to pay for particular kinds 
of coal. This has, allegedly, given rise to 
illegal mining. Today, across the board, 
coal prices on auctions are hovering at 
least 50-60 per cent above the notified 
prices at which Coal India used to sell to 
non-core sector customers linked to 
coal mines across the board. Transac- 
tions on MSTCI have been valued Rs 550 
crore as of 17 August. At notified prices, 
the sales would have netted only around 
Rs 350 crore. Metaljunction, too, has 
seen high prices. Says its managing di- 
rector Viresh Oberoi: "This hike in price 
does not mean buyers are paying more. 
It simply means what the middleman 


` was picking up before is now going to 


the coal companies." Is there a message 
here for other sectors? wi 
PALLAVI ROY 


NEWS CAPSULES 


Ranbaxy sets up 
third R&D facility 


ANBAXY Lab- 

oratories has 
set up its third re- 
search centre in 
Gurgaon, a 
700,000 sq. ft fa- 
cility on a 9.1-acre 
campus. The cen- 
tre will focus on 
drug discovery. At 
present, Ranbaxy 
spends 7 per cent 
of its turnover on research and wants 
to take it up to 10 per cent by 2007. 
"That is when we hope to be at $2 bil- 
lion in turnover,” says Malvinder Mo- 
han Singh, president (pharmaceuti- 
cals) and executive director, Ranbaxy. 
"Even though our goal is to hit $5 bil- 
lion [turnover] by 2012, we need not 
necessarily take that long," he adds. 

Singh says the company is look- 

ing at large investments in India, Eu- 
rope and the US. It is so sure about 
its ability to raise funds that it is open 
to the idea of buying companies even 
its own size. Since December 2004, 
the promoters have been increasing 
their stake in the company and it 
stands at about 32 per cent now. 
That should help them keep greater 
control in case of a merger. E] 


Israel vacates Gaza 


HE Israelis’ evacuation on 16 Au- 

gust 2005 from the disputed 
Gaza Strip has put an end to a 38- 
year-old dispute between Israel and 
the Palestine Liberation Organisation. 
Israeli soldiers, armed with bulldozers 
and weapons, dragged screaming 
Jewish settlers out of their homes 
and loaded them into buses that took 
them across the border. This is the 
first time Israel has unilaterally va- 
cated the territory, and the incident 
can have notable consequences for 
prime minister Ariel Sharon's political 
career. Sharon, who was once held as 
a champion of Jewish interests, is now 


BUSINESSWORLD 10 29 AUGUST 2005 





being vilified for his statesmariship. Is- 
rael occupied Gaza during the Arab-Is- 
rael war of 1967. L2 


Employment Bill 


DILUTED Rural Employ- 

ment Guarantee Bill was 
tabled in Parliament on 18 
August. The new Bill provides 
for employment for only one 
person per family, and covers 
just 200 rural districts of the 
country. Also, there is no 
commitment from the gov- 
emment on a minimum 
wage. But social groups say 
what really mars the spirit of 
the Bill is the clause that the govern- 
ment can stop funding a scheme if it 
finds prima facie evidence of corrup- 
tion. Jean Dreze, member of the Na- 
tional Advisory Council that prepared 
the original draft, says this gives 
"sweeping powers" to the govern- 
ment to backtrack. The clause will 
also stop labourers from reporting 
corruption as they would stand to 
lose their livelihood, he adds. gi 


Records set straight 


MONG changes brought about by 

chairman M. Damodarar at the 
Securities and Exchange Board of In- 
dia, this one seems to be the sub- 
tlest. The regulator's website now has 
a new section called | 
'News Clarifica- 
tions’. It is here that 
Sebi gives its take 
on media reports 
that it feels have 
misinterpreted its 
view-point or mis- 
quoted the chair- 
man. At present, it 
has copies of three 
rejoinders sent to 
newspapers over 
the last four months. Two of them 
deal with statements made by 
Damodaran, the third gives a clarifi- 
cation on Sebi's role. So now you 
know where to go if you want the 
official view. E 

GINA S. KRISHNAN & RACHNA MONGA 
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former IBM PC Division under the Lenovo name. Our 
mission is to bring more innovation to more people so they 
can do more amazing things. Find out more and take the 


3-D tour at thinkpad.com/tablet. 
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THE FUTURE BELONGS TO INVENTIVE THINKING 
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^ THE FUTURE BELONGS TO LG DIOS REFRIGERATOR 


Thinking without boundaries or restraints. Like the mind of a child that knows 
no limitations. At times, that’s all it takes. to come up with ideas that'll 
define the future. We, at LG, call it inventive thinking. It reflects in every 
product we conceptualise. Like the LG DIOS. A unique Side-by-Side refrigerator 
that comes with an Inbuilt Refreshment Bar, Ezey Dispenser and Digital Sensors. 
With minimum noise levels, it is one of the quietest refrigerators in the world. 


In short, all it takes is imagination to realise the future, today. 
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HE Indian stockmarkets con- 
tinue to play the right tunes 
for foreign institutional in- 
vestors (FIIs) of all types. Of 
the total $37 billion FII investment in 
India since 1994, a fifth has flowed in 
during the first eight months of 2005. 
What's more, the money is coming from 
every conceivable part of the world. 

There is State Street Custodial Ser- 
vices from the Channel Islands in Eu- 
rope and investment funds from Ire- 
land. There are Credit Agricole and 
Societe Bancaire Privee, two Swiss in- 
vestment and private banks. 

According to BW research, 123 FIIs 
from 20 countries have registered dur- 
ing this year. Of them, the Americans 
still comprise the biggest chunk with 37. 
The UK (including Scotland) and Ire- 
land account for 22, followed by Luxem- 
bourg with 12 and France with six. Of 
the rest, nine Singapore-based FIIs have 
registered in the country. 


AMERICA _ 
40 


THE STOCKMARKET 


ý 






EU 







- 6 = ` ž ya "s i 
France e disce 


a^ d M 
5 


INO. Zr 


Its not just the number or the coun- 
tries they are from. The types of FIIs in- 
vesting in the Indian stockmarket has 
also become more diverse. (See ‘Who Is 
Coming In’) Besides the traditionals like 
investment banks, mutual funds and 
brokerage houses, now there are local 
public trusts, retirement and pension 
funds, banks and government bodies. 

In 2004, the largest US pension fund, 
Calpers, known for the rigorous re- 
search it does before investing, started 
putting money into India. That was a 
sort of green signal for others. So, this 
year, 20 more such funds have come in, 
11 from the US itself. They include cor- 
porate trusts of Altria and Bechtel, and 
government trusts such as San Jose Po- 
lice and Fire Department Retirement 
Plan. Besides, London's Railway Pen- 
sion Trust and the Plumbing & Mechan- 
ical Services Pension Scheme have also 
registered in India. So have pension 
schemes from Canada, Australia, Swit- 
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Who is coming in 
Retirement/pension 


TUS 16.00 






4 insurance 


companies 4.00 
Government bodies/ 
trusts 3.20 
Banks 14.40 
AMCs/brokerages 
Munds | 62.40 


Source: Sebi, BW research 


Figures in % 


zerland and the Netherlands. 

The other big category is banks, 18 of 
them, mostly European. The prominent 
ones: Royal Bank of Scotland, and Ger- 
many’s private bank Hauck & Aufhau- 
ser. From Asia are Singapore’s Shenton 
Funds from the DBS Group, and Trust & 
Custody Services Bank, Japan, 

Last but not the least are the inde- 
pendent bodies like Singapore Manage- 
ment University, and the Government 
of the Province of Alberta, Canada. 

They sure do believe in India. Wa 
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NAXALITE KILLINGS 


End of the road for peace talks 


HE daring assassination of Con- 

gress legislator C. Narsi Reddy, 

his son and eight others by Nax- 
alite rebels in Andhra Pradesh (AP) 
has shocked the state. The incident 
that took place on the country's Inde- 
pendence Day is likely to provoke a 
serious review by the Centre and con- 
cemed state governments on how to 
deal with the growing Naxalite men- 
ace. Ironically, the terrorist onslaught 
came barely a few hours after the 
Andhra Pradesh chief minister, 
Y.S. Rajasekhara Reddy, in his Inde- 
pendence Day speech spoke of rec- 





onciliation with Naxalite groups. 
Stung by the attack, the state Cabi- 
net authorised Reddy to reimpose the 
ban on Naxalite groups in the state 
and break off peace talks. 

Reddy’s turnaround is significant 
as earlier it was his government that 
had taken the lead in lifting the ban 
on Naxalites and starting a dialogue 
with them despite doubts expressed 
by the Centre and other states 
gripped by Naxalite violence. There 
was a political context to this move. 
The Congress in Andhra Pradesh had 
moved closer to local Naxalite groups 
after the latter’s abortive attempt in 
October 2003 on the life of the then 
state chief minister Chandrababu 
Naidu. During last year’s state as- 
sembly elections, Naidu had made 
this a major electoral issue. 


Having routed Naidu’s Telugu De- 
sam Party in the elections, the Con- 
gress began peace talks with the 
Naxalites, hoping to solve the three- 
decade-old problem in the state. Un- 
fortunately, the move backfired. The 
Naxalites, taking advantage of the 
conciliatory approach of the Congress 
government, regrouped and launched 
a fresh offensive that has left at least 
100 dead in the past year. 

The collapse of Reddy’s peace ini- 
tiative with the Naxalites could not 
have come at a more inopportune 
time for him. He is already troubled 
by a separatist agitation 
supported by Congress 
ally Telangana Rashtra 
Samithi in the Telangana 
region of the state. Ina 
fit of pique, the belea- 
guered chief minister 
has now banned joumal- 
ists from interviewing 
Naxalite leaders, decla- 
ring this to be a culpable 
offence. Interestingly, in 
an interview to a local 
daily a few months ago, 
a Naxalite spokesperson 
had wamed that legisla- 
tor Narsi Reddy would be 
killed as punishment for his alleged in- 
volvement in the illicit liquor trade. 

Extremist violence in AP is likely to 
strengthen the hands of national se- 
curity adviser M.K. Narayanan, who 
has for some time been advocating a 
tough line with Naxalites. The former 
Intelligence Bureau chief has report- 
edly advised an all-out onslaught 
against Naxalite groups across the 
country with the help of paramilitary 
forces and the Army. This was being 
resisted by Congress leaders like 
Reddy, who argued for a political solu- 
tion to the problem. 

After the latest round of killings in 
the state, however, there are likely to 
be few takers for the govemment's 
policy of rapprochement with the 
ravaging Naxalites. E 
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MUTUAL FUNDS 


Is there a pattern? 


a - HE corpuses of a number of eq- 
| uity mutual fund schemes seem 


to be showing a hat-like pattern. 


' "Theyremain moreorless flat fora while. 


Then, about three months before the 


—. date on which the asset management 


company is supposed to declare its divi- 
dend (the record date), its corpus sud- 
denly shoots up. It stays at the high level 
till the announcement of the dividend. 


—, Then it falls back again to the lower lev- 


els and stays there. 
No investor is supposed to know 


i three months in advance what the 


record date is. It is supposed to be de- 


—. clared only post facto, or, at best, a week 





in advance. 
Therefore, is it just coincidence that 


The hat trick 





be set off against short-term capital 
gains only if the investor had put money 
into the scheme at least three months 
before the record date. The asset man- 
agement company would make money 
from the entry and exit charges it levies. 

Would anyone lose out? The exche- 
quer, for one, in terms of lower income 
tax revenue. 

Second, existing investors in à 
scheme. Usually, when there is a spurt is 
corpus, a chunk of the new money is in- 
vested in money market instruments. In 
case ofa rising market phase, the returns 
on the equity portion of the portfolio is 
much more than that on the liquid por- 
tion invested in money market. But the 
dividend rate is the same for everybody. 

So, the return from the 
equity portion of the 
portfolio gets redistrib- 


HDFC Balanced uted to the new investors 

|. Fund at the expense of the 
.. Principal Equity older investors. 

ion And now the pattern 

Secure Seems to be repeating it- 


self. Take ING Vysya 


gg Prudential ICICI 
NN Balanced Fund Equity Fund (Dividend) 
W Prudential ICICI for example. It has wit- 
SETET um ec NES sigh a nessed a rise in its corpus 
a ™ BalancedFund — , to Rs 88 crore in July 2005 
Rs cr Aug Dec Apr. UnGowhad $ from a mere Rs 2 crore in 
04 05 oeste 2 April. Its record date, say 
2 sources, would be around 


the hat pattern is observable for a num- 
ber of mutual fund schemes? 

See 'The Hat Trick. Prudential ICICI 
Power, Prudential ICICI Balanced Fund, 


-7 HDFC Balanced Fund, Sundaram Bal- 


." anced Fund, Principal Equity Fund, 


Principal Resurgent India Equity Fund, 


X 23 and, to a lesser extent, UTI Growth and 


Value Fund (Semi-annual) — have all 


". showed the pattern. 


If one could know what the record 


\/ date is more than three months in ad- 
. vance, how could he gain from this in- 


formation? A big investor, individual or 


\/ corporate, could invest a large amount 
$ 3 of money, stay invested for about three 


months, take the dividend, sell the units 


r —, atalower price ex-dividend, and claim a 


t---- 


short-term capital loss. That loss could 


12 September 2005. 

There are others too. Kotak Balance 
Scheme, which has seen its corpus go 
up from Rs 32.96 crore in April to 
Rs 74.94 crore on 31 July, is supposed to 
have set a record date around 25 Octo- 
ber 2005. Prudential ICICI Dynamic 
Plan has seen its funds go from Rs 
278.57 crore to Rs 375.77 crore over the 
same period and is likely to have a 
record date around 21 September 2005. 
And UTI Growth Sector Fund-Brand 
Value has seen its corpus go from 
Rs 27.78 crore in April to Rs 56.76 crore 
in July. Its record date is to be around 
10 October. 

But will their corpuses fall after the 
schemes declare dividends? We will be 
on the lookout. ki 

GARGI BANERJEE 
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— per cent of customs duties 
v and 12.7 per cent of the cor- 
/ porate tax collections in the 
' country. And then there were 


/ state-owned oil marketing 
. companies have been pushed 


N India, oil has for 
long been the exche- 
quer' exchequer. The 
industry contributed 
Rs 1,20,946 crore to 





7 the government's revenues in 


2004-05, accounting for al- 
most 40 per cent of the total. 
It accounted for 35 per cent of 
the excise duty collections, 22 


TAX COLLECTIONS 


Slipping on oil 


For the first time, government revenues 
from oil companies are likely to fall 





1,693 crore, Rs 426 crore and 
Rs 191.84 crore as dividends. 
The sectors leader was 
ONGC, which paid Rs 5,704 
crore. At this point, with half 
of the second quarter over 
and no price io in 
sight, the three oil marketing 
companies are | likely to 
remain in the red. So they 





royalties, cess and dividends. 
But things are changing 
this financial year. The four 











Hurting the Exchequer 


First quarter, 


are unlikely to pay any divi- 
dend. And with no dividend 
to pay, there will be no divi- 
dend tax paid too. 

However, there is one 
area that will not be hit — 
customs duty collections. 
Though the customs duty on 
crude was also lowered in the 








into the red by the govern- First quarter, last Budget — from 10 per 

> ments intransigence on in- 2004-05 2005-06 cent to 5 per cent-—crude oil 

creasing retail pricesathome | imports are expected to rise5 

' evenwhenglobalpriceshave | Excise duty 16,496 14,869 per cent this year. Also, the 

been touching new highs. effective average cost of 

So, for ‘he fn D Since | Corporate tax 2,104 1,100 crude for ngon iore has 

Independence, excise duty . Dividend 7,992 n increased from $38 in July 
collections from the oil in- 2004 to $54 in July 2005. 

dustry have shrunk. In the Tax on dividend 780 = | For the longer term, the 

first quarter of 2005-06, the | government can reduce the 

./ four major oil companies — Cess 1,000 1,250 pressure on oil marketing 

—  IndianOil (IOC), Bharat Pe- | companies by merging the 

troleum (BPCL), Hindustan Royalty 790 S00 stand-alone refineries with 

' Petroleum (HPCL) and Oil Total 28,872 17,719 them. The government re- 


/ / (ONGC) — have made a tax 


and Natural Gas Corporation 


provision of Rs 14,869 crore, 
compared with Rs 16,496 


7 crore provided during the same period 


last year. That's a fall of 11.25 per cent. 
When finance minister P Chi- 

dambaram restructured the industry's 

excise duty structure in the last Budget 


' (bringing the rate down from 16 percent 


to 8 per cent, but imposing a special ad- 


. ditional excise duty of Rs 5 per litre on 
, petrol and Rs 1.25 on diesel), it was ex- 


pected to be revenue neutral. However, 
that does not seem to have been the 
case. Going by the first quarter, the ex- 
chequer could end up with a fall of al- 


. most Rs 6,400 crore in the sector's excise 


duties over a year. By itself, the amount 


— cantake care of the entire modernisa- 


tion project for the Mumbai airport. 
The other area of concern is corpo- 
rate taxes. Ravi Mahajan, partner at 


k/ Ernst & Young, says: "The largest impact 


ESA 
Y, 
Vs 


: (on government revenues) will be on 


corporate tax.” In the first quarter of this 


financial year. 





Notes: 1) All figures in Rs crore. 2) Dividend is an annualised figure. The 
oil companies, being in the red, are unlikely to pay any dividend this 
Source: Companies 


year, IOC, BPCL and HPCL have not | 
paid any advance taxes because all of | 
them have been in the red. While IOC | 


incurred a loss of Rs 54 crore, BPCL 
booked a loss of Rs 433 crore and 
HPCLs loss was at Rs 505 crore. A year 


back, BPCL had provided Rs 480 crore | 


towards advance tax, while IOC had 


earmarked Rs 444 crore, and HPCL had | 


provided another Rs 380 crore. The gov- 
ernments saviour this time seems to be 


ONGC, which has provided for Rs 1,100 | 
crore in advance taxes — an increase of | 


57 per cent over the previous Q1. But 


the whole sector's advance tax contri- | 
bution in the first quarter has still been | 


lower by Rs 904 crore. 


Dividend payments, too, will suffer. | 
As all these companies are state- | 


owned, their dividend payout goes to 


the Union government. During 2004- | 


05, IOC, BPCL and HPCL had paid Rs 
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fineries are now posting a 
margin of close to $5 per bar- 
rel. That bounty could re- 
duce the burden oh the mar- 
keting companies. 

But the real solution will i in mark- 
ing oil prices in line with that of the In- 
dian basket of crude. Sooner or later, 
the prices will have to rise from their 
current levels. That's because the prices 
of imported crude oil, which accounts 
for about 70 per cent of the Indian bas- 
ket, have risen from about $38 per bar- 
rel a year back to $61 at present. The last 
price increase here was on 20 June, 
when the global spot prices were ruling 
at $56 to a barrel. | 

But the Left parties, the UPA govern- 
ment' partners at the Centre, have re- 
peatedly quashed any request by the oil 
ministry to increase prices. Even now, 
it's up to them to decide when to agree 
to an increase. Till then, the oil compa- 
nies will be left in the red and the exche- 
quer will be that much poorer. E. 
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ablishing ther 
vere are roughly 1100 plus institutes c offering 
arious courses in management in India with over 
ne lakh. aspirants vying for the top institutes. This 



















manded. by the graduates from these institutes 





ought. after across the world. 


stakes increasing monetarily for the 





ining industry has witnessed a parallel growth 
| v with steady projections in the years to come. There 
c are many training. institutes across the country that 
(o now cater to this segment ; ; some with national 
s few nationally strong players. 












Jv training institute of repute with its consistent 
p , performance and excellent track record. A leader 
dn the East with almost 25% market share the 
nstitute is strongly recommended by management 
spirants from the city. The Managing Director Mr. 
jur Kapoor, himself an MBA and reputedly the 
st DI faculty in 





















ity. We constantly endeavour to improve 
hniques and methods of teaching and 
ng the level of challenge for the students”. 
ing. to more than 5000 students since 
ption this institute has become the first choice 
ngst students who are keen on pursuing a 
eer i in management. | 


E Having started with a handful of students the 


iles: Today i it is éstiinated that 


been possible. largely due to the high salaries 


e coming of age of the Indian. corporate | 
-Indian management greduitey are now 


and individual attention. is aléa provided 
student to help him leverage hi his strengths to realize 
his career goals. : | 


o aspirants, the management entrance 


| ie ‘Erudite Educational Centre Poo 
C Ltd based: at Kolkata and started in 1998 has _ 
^ established itself as a management- -entrance _ 


1 Kolkata says "We are committed - 


istitute has rapidly expanded with the Head Office 
at Camac Street, Kolkata and another center at. 
: Salt. Lake to cater. to. the students from the satellite 
ie township and the up and coming New -Town area 


of Kolkata, Their ey aniee: is the huge talent paal 


ane CAREN courseware e made > ne i me best 








academia M expertise. in : releva 
The CAT 2004 4 results s (only 6 from soapy 













The institute's motto -— "Empowerment through 
Education" is emphasized by the stress. on iall round 





What. makes Erudite a cut above | ithe rest? 
“Exhaustive - material, an intensive R&D 
department, tests | designed by people from the 


. IIMs and formal training in Shortcut methods and 
techniques gives us an edge” says the Counsellor 





amac Street. Center. A quick survey 


ME ME students. reveals. the reason for the 


success of the Institute. A methodical approach, 
competitive ambience, ^ "top-class" classroom 
teaching, are some of the strengths of the: institute 
according to the students. | " 





Success has encouraged the institute into | 
expanding its horizons and reaching a wider section 
of students. It has adopted the Franchise Model 
for expansion: and is currently looking at setting up 
its centers in Eastern. India. Having recently 


| launched: a center. at Bhubaneshwar, Erudite is | 


poised to grow and has identified major. cities and 
towns in the East wherein it hopes to replicate the 

success of the Calcutta. center. Building on its 

training capabilities Erudite has also added SAT, 

GRE, GMAT & TOEFL to its existing: range of 

courses. Vidur Kapoor, MD, believes that their 

passion for education. and. the commitment to the 

students has been the single largest driving force 

of the organization. ` 
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ABTRUCISR HAY ERTRAA 4A mFARn PR Tha Kern 


6 
Agencies: 
B 1 
Subject t 
bjectivi [V 
HE next time there is a clash 
between an advertising agency 
and its client, the two need not 
necessarily part ways. The UK- 
based APRAIS (Agency Performance 
Relationship Appraisal & Improvement 
System), which does performance au- 


dits of agencies and their clients, could 
step in to save the relationship. It has set 


up à joint venture in India with former | 


JWT senior executive ; 
Apart from advertising, APRAIS also 


works with companies in PR, above- | 


the-line and direct marketing. It evalu- 
ates aspects of their performance using 


| 


proprietary Web-based technology and 
identifies areas for improvement. 

In India, the company is targeting 
above-the-line and media independent 
groups. It is talking to two companies 
and expects the deals to be finalised by 
end-August. It wants to manage at least 
a dozen relationships in six months. 
APRAIS' global clients include Adidas, 
Toyota, Nestle, Ford and Philips. 





R.A. CHANDROO 


The evaluation process, which is 
brand-specific, takes six weeks from the 
time of registration till the time the re- 
sults are shown. Conclusions are based 
on online questionnaires answered by 
both the client and the agency. The 
process is conducted once every six 
months, during which the suggestions 
are implemented and the change ob- 
served. "Through our service we try to 
bring a certain amount of objectivity 
into what is essentially a subjective mat- 
ter," Gupta said. 

In India, APRAIS will charge $13,000 
(Rs 6 lakh) for a one-year package, the 
minimum offered. The payment has to 
be made jointly by the client and 
agency. It also offers to help calculate 
performance-based incentives clients 
should pay their agencies. For this, it 
charges an additional $2,000 per year. 

Gupta, country head for India and 
Sri Lanka, says he has no plans of start- 
ing operations in the island now. How- 
ever, APRAIS would expand to include 
Pakistan and Bangladesh, he added. 

NAMITHA JAGADEESH 
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AUTO COMPONENTS 
Forging to get a fillip 


HE Ministry of Heavy Industries has approved a 
Rs 22-crore testing and validation facility dedi- 
cated to the Indian forging industry. It will be lo- 
cated in the Chakan Industrial Estate near Pune. 

An MoU has been signed between the ministry, 


Automotive Research Association of India (ARAI) and 
Association of Indian Forging Industry (AIFI) to com- 
plete the project in two years. The project will initially 
be promoted as the ‘Automotive Research Associa- 
tion of India — Forging Industry Division’. In 18 
months, it is proposed to be spun off into an auto- 
nomous self-sustaining institute, Forging Industry 
Research Association of India. 

Says Baba Kalyani, chairman, Bharat Forge, and 
president, AIFI: “International customers prefer to 
establish relationships with suppliers who have the 
required infrastructure and capabilities to work with 
them closely in their long-term development pro- 
grammes. A centre of the kind that is being built will 
enable small- and medium-sized forging companies 
to get into exports and participate in the exciting op- 
portunities in global markets." The facilities would 
also be open to use by foreign companies. | 

AARTI KOTHARI 
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Lina — 
the next 


smart move 


HE trickle of Indian IT compa- 

nies to the Middle Kingdom 

has become a steady flow in 

recent months. Infosys' recent 
announcement to invest $65 million in 
the next five years to boost its operations 
in Chinacan perhaps be viewed as a pre- 
cursor of things to come. 

At the moment, there are approxi- 
mately 18 Indian IT companies in China 
and they have invested about $50 mil- 
lion there. Companies like NIIT, Tata 
Consultancy Services (TCS) and Satyam 
Computers were the earliest to realise 
the importance of the market because 
of its size as well as its potential as an 


HARAT Biimin, the presti- 

gious afts complex here, is 

in the news, and, as usual, 

for all the wrong reasons. 

Not for art, but for the 
destruction of art in its very citadel. Yes, 
we're talking of that same Bharat Bha- 
van, designed by eminent 
Charles Correa, which had the late Ind 
ra Gandhi declaring thesity AATA s cule 
tural capital. 

But the tide has turpegifffice. The Bha; 
van's reputation,@fready sinking with 
the passing years, took yet another dip 
on the night of July 11. Gushing rafifwae 
ter flooded into the Bharat Bhavan store- 
room where more than 10,000 paintings 
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jest, 


outsourcing 
base. With a base in 
China, Indian IT firms shall 
be better placed to help their global 

clients, particularly those in Europe and 
the US, gain a footprint in the burgeon- 
ing markets in China and other neigh- 
bouring countries. The low labour costs 
in China also make operations cost-effi- 
cient. So far, the companies have not 
hurried in ramping up their headcount 


in the country, but recruitments are | 


gaining pace. According to Nasscom, an 
association of IT software makers in the 
country, the number of professionals 
working for Indian IT companies in 








Wore stored, to be a{Spraymmeayeroter 
in the gallery. Soon, there" Was 
udi at soaked ar 
sands@ 


En sd bof aic 


others in tbe know: sag Meier pai 


Mgs, 


10! II T TBI ai ui s and IIT 
red works were by people who 


— — 


tings were soaked and dam 


to gum e NT bit M QA 


it nternation- 
"Its an irre 












China is likely to double to 4,000 by the 
end of 2005-06. Infosys' centres alone 
| would employ about 6,000 profession- 
_ als. Here is an update on what some of 


the most well-known Indian [T compa- 
nies plan for China and why. 
Wipro Technologies: After setting 


| up operations in Shanghai's Pudong 
| Software Park in September 2004, the 
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software major has recently extended its 
commitment to China by opening a 
product engineering ser- 


Beijing. 
Wipro chief 
operating officer 
A.L. Rao says: "Cur- 
rently, we work with our 


functioning as a near-shore deliv- 
ery centre. And Should the need arise, 
we will evaluate other locations [in 
China] too." 

Infosys Technologies: It is viewing 
its China entry in three phases. In the 
first phase it would try to make China a 
hub to service global clients and address 
specific requirements of MNCs based in 
China. In the second phase, beginning 
fiscal 2006-07, it plans to aggressively 


tap the Japanese and the South Korean | 


markets and service their requirements 
from China. In the final phase, the com- 
pany plans to focus on the domestic 
Chinese market. 

"Chinese companies need to invest 
in technology exactly like the way In- 


vices outfit in | 


global clients, with Shanghai | 





dian companies did, but that should 
take 3-4 years," says Srinath Batni, di- 
rector and group co-head (worldwide 
customer delivery), Infosys. He further 
says that the domestic Chinese market 
is characterised by low-level services at 
present, an area that Infosys is unwilling 
to compete in. The company, Batni says, 


will prefer to wait and “play game at the | 


enterprise level". 
Satyam Computers: Unlike most 
Indian IT companies that prefer to grow 


organically, Satyam is not averse to ac- | 
| fessionals in the first year of operations, 


quisitions. Says a company spokesper- 
son: “At this point, we have yet to make 


any acquisitions in China. However, de- | 


pending on the business climate, we 


shall evaluate opportunities.” Mean- | 
while, the company is scheduled to in- | 


crease its 200-plus staff strength to 
about 1,000 in the next few quarters. 
TCS: It was one of the first Indian IT 





regional director (Asia-Pacific), TCS. 
That's just for its own subsidiary. In 
addition, its joint venture with Mi- 
crosoft and the Chinese government 
floated in June 2005 shall recruit "very 
large numbers’. 

Cognizant Technologies: The com- 
pany's China operations, though small 
at the moment, are expected to grow 
substantially in future. Says R. Chan- 
drasekaran, managing director, Cog- 
nizant: “Our development centre in 
Shanghai may grow from 50 to 100 pro- 


but with time, we expect it to be our sec- 
ond largest global location for offshore 
delivery after India." 

Nasscom is taking very seriously 
Chinese Premier Wen Jiabaos recent in- 


| vitation to Indian IT companies to set 
| upoperations in China. An industry del- 


firms to set up shop in China. It now | 


plans to augment its present strength of 
250 employees — Chinese nationals ac- 


count for 90 per cent of the headcount | 


— to 350 by the end ofthe current fiscal, 


according to Girija P. Pande, head and | 





egation is scheduled to visit the country 
in September-October to scout for op- 
portunities in the form of 100% sub- 


| sidiaries or partnerships. Looks like 


more expansions, joint ventures and 
new investments are on the cards. 
NELSON VINOD MOSES 
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The author is the founder 
of CERG Advisory that 
specialises in corporate 
consulting and economic 
advisory services. He can be 
reached at omkar. 
goswami@cergindia.com. 


If it takes 
over 20 
years to 
induce one 
accused 

to resign, 
then be 








sure that 
we will 
see more 
mayhem 
in the 
future 










dence, I have to admire the sense of 
fairness of our blessed nation. How 


else can we explain to our children | 
that two decades and 10 months af- | 


ter thousands of innocent Sikhs were slaugh- 
tered on the streets of Delhi — in a pogrom di- 
rected by Congress goons and facilitated by the 
police and local administration — the best that 


the government could do was induce Jagdish | 


Tytler, a prime accused of the 1984 riots, to put 
in his papers? That another accused called 


H.K.L. Bhagat has been allowed to spend the | 


rest of his fading life in peace in view of his ill- 
ness and infirmities? Or that the third person 
implicated, the leader of outer Delhi, Sajjan Ku- 
mar, still rules his political roost? 


At this rate, we will doubtless have to wait 
until 2024 before some report or the other | 


points its fingers at Narendra Modi for what 
happened in Gujarat — when he too will be al- 
lowed to spend the rest of his days in peace in 
view of his age and ill health. 

Let me share with you some facts of the 
three grisly days of 1984. I was a part of the 
Nagarik Ekta Manch, an impromptu group 


consisting of concerned citizens of Delhi | 


who spent a considerable amount of their time 


Remembering the 
Slaughter of 


IFTY-eight years after Indepen- | 








and resources in saving Sikh families from cer- | 


tain death, documenting what happened 
to prepare affidavits for the Ranganath Mishra 


Commission, and actively helping in the reha- | 


bilitation process. 
I was working in the trans-Yamuna area of 
Gambhri, Khajori Khas, Bhajanpura and 


Seemapuri. On 1 and 2 November 1984, there | 


was nothing other than Congress-sponsored 
mayhem. Kerosene used to be distributed to ra- 
tion cardholders on the 1st and 16th of each 
month. Thus, on the evening of 31 October, as 
the body of Indira Gandhi lay at the All India In- 
stitute of Medical Sciences, every kerosene 
shop was fully stocked. 

That night, the kerosene was diverted to 
the goons — fuel that was used to burn the 
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1984 


Sikhs and their houses. Functionaries of local 
government schools and ration shops listed the 
names and addresses of Sikh families in 


the neighbourhood. Early in the morning of ' 


1 November, Congress volunteers pretending 
to be good Samaritans went and marked the 
Sikh houses with black tar — allegedly to iden- 
tify these for Army evacuation. 

From about 11 a.m. of 1 November, the 
killings began in dead earnest. The houses and 
families were identified; the kerosene was dis- 
tributed; all it needed was for blood-thirsty 
mobs — egged on by local goons screaming 
"Khoon ka badla khoon" — to block both sides 
of each narrow lane, and kill, loot and burn with 
impunity. The police and administration did 
nothing. In fact, the cops actually told the riot- 
ers that they had two clear days to do what they 
had to do before the Army came in. 

I still remember an old Sikh gentleman who 
the Army saved in the nick of time and brought 
to the Nanak Sar Gurdwara. I was taking his 
statements to register with the police. He had 
lost six of his family — three sons and three 


| grandsons, who were burnt to death before his 


eyes. The rioters had tied him up; put tyres 
around each ofhis sons and grandsons, doused 
them with kerosene and set them alight in front 
of him. He was to be the last when the Army en- 
tered the locality and the rioters fled. Hearing 
that I taught at the Delhi School of Economics, 
he began to reminisce about Prof. Tapan Ray- 
chaudhuri, under whom he had worked at the 
National Archives. He then said something 
which I will never forget: “Beta, | am a patriotic 
Indian. What did I do to deserve this?” 

Twenty years and 10 months before one ac- 
cused has been induced to resign. If this is how 
we respect human rights and the rule of law, 
don't be surprised if this nation sees violence 
time and time again — perpetrated by those 
who know that they will never be punished. 
More often than not, rewarded. If you don't be- 
lieve me, ask Bal Thackeray, Narendra Modi, 
Sajjan Kumar, H.K.L. Bhagat. The listislong. Bi 
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The world’s space agencies explore the universe j 
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HAT can a com- 
pany do when two 
of its critical fuels 
are in short supply 
and are expected to 
remain tight for the 
next four years? It can, possibly, 
look for an alternative source. But 
if the company is a power genera- 
tor, then its options can be se- 
verely restricted. That’s why the 
National Thermal Power Corpo- 
ration (NTPC), the largest power 
producer in the country, finds it- 
self in a bind. 

Coal, the fuel which makes up 
82 per cent of its generation, is in 
acute short supply. So is LNG. 
Owing to the scarcity of gas, the 
plant load factor of NTPC's gas- 
based plants (18 per cent of the 
capacity) remained depressed at 68 per 
cent last year. 

NTPC' problems are part of the 
larger fuel crunch that is squeezing 
power generation. Last year, the short- 
age of coal and gas led to several plant 
shutdowns, resulting in the loss of 18 
billion units (that's the equivalent of 
around 2,000 MW last year) and aggra- 
vating shortages across the country. 

And the prognosis is bleak. Power 
secretary R.V. Shahi says the shortages 





DILEEP PRAKASH 





will continue in 2006-07 and 2007-08. | 


Power utilities will import about 20 mil- 


lion tonnes of coal next year, up from | 
13.25 million tones this year. NTPC will | 
_ brought up 324 million tonnes, 7.5 more 


account for four million tonnes alone. 


Despite constant badgering by the | 
power ministry, the coal ministry has | 


approved only six of 24 coal projects lin- 
ked to power projects in the 10th Five 
Year Plan. The country requires about 18 
million tonnes of coal at any given time 
for its 75 thermal power plants. 
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Facing shortages: An NTPC power. plant 


For its part, Coal India Ltd (CIL), the 
holding company for coal mining oper- 
ations, claims its production has been 
racing ahead of its target. In 2004-05 it 


than its estimates. This year, its sub- 
sidiaries are hoping to produce about 
345 million tonnes against a target of 
330.5 million tonnes. But the surging 
demand is expected to widen the supply 
gap, and the shortfall is expected to in- 


| crease from 30 million tonnes to 41.68 


A look at the approval schedules for sorely-needed coal 


Block name Utkal A Utkal B1 Pakri Barwadih 
Application date 18/09/2003 30/10/2003 30/10/2003 
| orleans heli 27/10/2003 17/12/2003 17/12/2003 


To meet the shortfall of For Talcher Il and To meet short- 


i á Farakka, Kahalgaon and Ramagundam. fall of northern 
Power project link Simhadri. Taken up by Already alotted region plants. 
screening committee on to others Allotted to 
10/01/2005. Final deci- NTPC 
sion awaited 
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With both fuels in short supply, 
NTPC has opted for coal. But can 
 itafford to ignore gas? 





dq mi lion tones over the next two years. 

“The outlook is, if anything, worse on 
the gas front. Current gas production is 
about 90 million standard cubic metres 
per day (mscmd), leaving a shortage of 
around 18 mscmd, which is enough to 
generate about 3,000 MW power. The 
only ray of hope is that by 2008-09, pri- 
vate companies which have struck gas 
like Reliance Industries (RIL) will start 
production of 40-45 mscmd. 

This explains why NTPC is placing 
its bets almost entirely on coal. Of the 
9,470 MW under construction, gas pro- 

 jectsareon the back-burner. Scarred by 
the gas shortage which has crippled its 
Kayamkulam plant in Kerala, NTPC is 
cautious of adding capacity that may 
not become operational. Expansion of 
Kawas and Gandhar, both in Gujarat, 
will be phased in gradually, while Kay- 
amkulam is clearly on hold — it is now 
being run on expensive naphtha. 

NTPC chairman and managing di- 
rector C.P. Jain makes no bones about 
the fact that coal remains king for NTPC. 
“For long-term viability, coal is the only 
way," hesays. LNG, clearly, istoo mucha 
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Note: Five other coal blocks applied for this year 


30/10/2003 


mines. Note that only one has been succe 


gamble for this risk-averse PSU. Both 
availability and price are a critical issue, 
and the power major has been finding it 
difficult to wrap up a long-term agree- 
ment. Instead, NTPC has begun scout- 
ing actively for gas supplies on its own. 
Even its July 2004 deal with RIL, 


which was viewed as a coup at the time, 


seems doubtful. NTPC was to get 3 mil- 
lion tonnes of gas daily from RIL's Kr- 
ishna-Godavari gas fields to feed Kawas 
and Gandhar, but the agreement has 
not been inked yet (though NTPC main- 
tains it has a binding contract). Reliance 
had offered the gas at a stunning price of 
$2.97 per million British thermal unit 
(btu) with supplies scheduled to start 
from December 2008, but industry ex- 
perts feel these terms may not hold, and 
NTPC itself has not shown much enthu- 
siasm for expanding these projects. 
NTPC's focus is, thus, coal. While 
imports are the immediate solution, its 
medium and long-term policy hinges 
on captive mining. It has sought 16 
blocks, but has so far secured only Pakri- 
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Barwadih in Jharkhand. Production | 


is expected to start in 2008-09 and will, 





November 2004 


To meet short- 
fall of Farakka 
and Kahalgaon 
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at full capacity, give it around 10 million 
tones annually. 
Apart from the cost (coal is the 
cheapest), Jain points out that: "Inte- 
grated operations reduces the fuel risk 
for NTPC, which swears by pithead 
power stations." His trepidations about 
gas stem from the fact the natural gasis — 
the only segment in the entire value — 
chain which is not regulated by the gov- 
ernment. “You cannot say that domestic 
gas prices should be left to market force 
while the rest of the chain comes under 
strict government controls.” | 
Coal does appear to be the best 
option for NTPC, although sanction 
delays could well upset its calculations. 
The coal ministry and CIL still have not. 
cleared up the mess. Since July last year, 
thanks to the Jharkhand politics andthe 
sudden exits and entrances of Shibu 
Soren, the coal ministry has been al- 
lowed to hibernate. All this is expected 
to change with the newly set up Energy - 
Coordination Committee laying out a 
no-nonsense schedule. 
And yet for all of Jain's faith in coal, 
NTPC will still end up as a major gas- 
based power producer. It is all set to re- 
vive the 2,100 MW Dabhol Power Com- 
pany as Ratnagiri Gas & Power. There is 
talk even now of ramping up capacity to 
5.000 MW in the next five vears. | 
But till the fuel crunch is sorted out, | 
itis water that might provide a lifelineto — 
both NTPC and consumers. The power 
major is taking its first steps in setting 
up hydroelectric stations with the 800- 
MW Koldam project in Himachal 
Pradesh. There are other projectsonthe > 
drawing board that are expected to add 
3.000 MW in the Lith Plan. On this front, 


























| there is unlikely to be a fuel crunch. 
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To meet short- 
fall of Singrauli, 
Rihand and 
Vindhyachal 
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To meet short- 
fall in Korba 

area as well as 
Ramagundam 


Source: NTPC: status as of 30 June 2005 
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bus flying from Mumbai to 
Hyderabad had been cleared 
to climb only to 29,000 feet. 
That should have kept it at a 





Qatar Airways A320 from Hyderabad to 
Doha was flying at 32,000 ft. The Indian 
Airlines plane from Hyderabad to Mum- 
bai was cruising along at 30,000 ft. 

The three planes would cross each 


cept that what happened next was any- 
thing but normal. 


Traffic Control noticed that the Air-India 
flight had started climbing beyond 


of the Indian Airlines plane. He tried des- 
them, but the very high frequency (VHF) 
radio link wasn't functioning properly. 


He couldnt get through to either pilot. 


equipped with the traffic collision avoid- 


Delhi has increased 





V SORT 
HOY 


safe distance from the other 
two planes on its path. The | 


other over Pune airspace. Nothing to | 
worry about in the normal course. Ex- 


The radar controller at Mumbai Air | 
29,000 ft, taking it directly into the path | 


perately to contact the pilots, to warn | 


Fortuitously, all three planes were | 





ance system (TCAS). It functioned perfec- | 


circle the airport 


tly — and the pilots got out of each | 


other's way. 


Three months later in foggy Decem- 
ber, a Hindustan Petroleum tanker en- 
tered the runway at a spot where aircraft 
usually vacate the runway. Luckily, oper- 


ations at the time were closed due to low | 


runway visual range (RVR). The incident 
was logged as a runway incursion. 


These were just two of the 10 'inci- 
dents' that took place last year. In the 
first six months this year, air traffic con- 
trollers (ATCos) have already logged 


nine 'incidents' — air traffic manage- | 


ment parlance for events that could 
have led to an accident. That's an aver- 


age of I.5incidents per month — abnor- | 


mally high by any standards. 

In 2003, Indian air traffic controllers 
noted seven incidents. That went up to 
10 in 2004. And in June this year, there 
were nine incidents. That is, the number 
of incidents has practically doubled this 
year. Almost all of these can be traced to 
the badly stretched air traffic manage- 
ment system in our airports. Keeping 
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directly with ATCos 


DANGER IN THE 


HE pilot of the Air-India Air- | 


two planes at a safe distance from each 
other is one of its primary responsibili- 
ties. (An 'incident' occurs when two 
aeroplanes breach the minimum safety 
gap that is supposed to be maintained.) 

The Indian aviation is enjoying a 
boom of sorts. The number of planes 
flying in and out of Indian airports has 
shot up (see ‘Pilot Episodes’). But that 
increase in flights is also bringing one 
point into sharp focus. The air traffic 
management system and infrastructure 
in the country is simply not geared to 
handle the rapidly increasing traffic. 
And the situation is likely to get far 
worse before it gets any better. 

The interim draft of a confidential 
report being prepared by a committee of 
the civil aviation ministry (set up in 
March 2005 under the chairmanship of 
former civil aviation secretary K. Roy 
Paul) lists a litany of problems in both 
the air traffic management system at 
various airports as well as the infrastruc- 
ture supporting it. The report talks 
about the deteriorating state of air traffic 
control automation systems and of the 
‘highly alarming’ shortage of ATCos. Fi- 


C= Only one of the four CS Frequent failure of CS Poor communication CS Surface control 
sectors in Mumbai area navigational aids: devices: VHF (very high radars are dysfunctional 
control centre (ACC) instrument landing frequency) unavailable ® Implication: 

and two sectors in Delhi system, radar and other in some sections; HFRT Vehicles, dogs and 

ACC are working equipment are poorly (high frequency radio entitle pose de nen 

‘© Implication: maintained telephony) quality is especially in poor - 
Workload on the air ‘© implication: It could also poor weather conditions. 
traffic controllers lead to an accident, ® Implication: Pilots This causes incidents 
(ATCos) in Mumbai and or force the pilot to cannot communicate — and sometimes even 


accidents 
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aviation IS 
f enjoying a 
boom. But 
it has also 
increased 
the risk of 


flying. 
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«8 implication: This 
| puts more stress on air 
traffic controllers and 
systems which are 
already stretched be- 
cause of the workload 


«8 implication: Air 
traffic controllers do 
calculations manually 
which adds to their 
workload 
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PILOT EPISODES 




















nally, the committee points out that 
even equipment and infrastructure al- 
ready present are being used badly. All in 
all, the report paints a fairly grim picture. 

Aviation industry sources say the 
committee shouldn't have been surpri- 
sed. For years, pilots have talked openly 
about poor maintenance of naviga- 
tional aids and shortage of ATCos. Those 
problems always existed, agree aviation 
experts. What is new is this: the sharp 
rise in traffic has dramatically increased 
the risk of operating with those flaws. 

Two things have happened to Indian 
aviation. First, a number of new airlines 
have been given permission to start Op- 
erations — and that has led to a big 
jump in the number of flights being 
handled by the metro airports. Then, a 
number of ‘bilaterals’ — reciprocal 
agreements signed by two countries to 
allow each other's planes to fly in the 
other's territory — have been signed in 
recent times. That has increased the 
number of foreign airlines coming in 
and going out of India. Finally, there has 
also been a rise in the total overflying — 
flights that do not land or take off in In- 
dia, but use its airspace anyway. 

Check the data. In the past one year, 
825 new flights have started across the 
country. The number of ATCos has not 
changed though. The situation is partic- 
ularly bad in Mumbai and Delhi. The 
two airports are geared to handle about 
28 flights during one hour. But now, they 
are expected to clear 35-40 flights dur- 
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All India 
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ing peak hours. Even worse: traffic is ex- 
pected to grow, but there is no real plan 
to handle that eventuality. 

Senior Airports Authority of India 


(AAT) officers concede that they were not | 


prepared for the surge in demand. “In 
developed countries, traffic grows by 4-5 
per cent per year. In de- 
veloping countries, the 
growth rates are 10-12 
per cent. In India, the 
traffic has grown by 
over 26 per cent each 
year in the past two 
years" says AK. 
Mishra, member, 
(planning) AAI. 
Various arms of the 
government seem to 
have woken up to the 
impending peril. That 
is apparent from the 
number of commit- 
tees set up recently to 
examine the problems 
and suggest solutions. 
The chairman of the 
Planning Commis- 
sion, Montek Singh 
Ahluwalia, has been 
examining the air traf- 
fic management sys- 
tem in the last few 
months and recently 
planned a visit to the 
ATC tower in Delhi. 
The civil aviation min- 
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SANJAY SAKARIA 











istry set up the Roy Paul Committee this 
year to suggest solutions that can be im- 
plemented immediately. And even the 
AAI chairman, K. Ramalingam, (see 
‘The System Is Under Pressure’) has set 
up a committee chaired by Mishra to 
suggest both short-term and long-term 
measures. 

Critics warn that the situation is de- 
teriorating too fast to wait for various 
committees to submit their reports. 
“The system was already very stretched. 
But with the boom in the sector, things 
have become worse,” says R.K. Singh, a 
senior ATC with over 15 years of experi- 
ence, and head of the ATC Guild. 

Singh doesn't say that flying in India 
is unsafe, but points out that in the last 
one year things have become bad. In 
presentations made to the AAI manage- 
ment and the civil aviation ministry, the 
ATC Guild has argued that “safety levels 
at most airports have sharply deterio- 
rated, and especially at Mumbai". 

Most of the ATCos BW interviewed 
said that they were stretched to breaking 
point. They claimed that they worked 
365 days a year, without a proper weekly 
off. One of them hadn't been home for 
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the past 12 Diwalis. And even though 
their shifts are supposed to be for six 
hours, they have to work longer, and un- 
der worsening conditions. 
. .., Asix-hour shift doesn't seem like a 
<: bad deal until an ATC explains the is- 
~sues. An ATCS job involves making cru- 
cial, real-time judgements on the basis 
- of data streaming in all the time. One 
mistake can lead to horrendous acci- 
dents. That is why ATCs need to be in a 
state of peak mental alertness when 
they are on their shifts. To ensure this, 
most countries follow a norm where a 
. 30-minute break is mandated for every 
two hours of work so that the ATC can 
retain his levels of concentration. But in 
dia, this norm is not followed. Avia- 
| tion experts warn that this is a bad prac- 
tice because 70 per cent of all air acci- 
dents are caused by human error. 

















The Manpower Shortage 


There were 900 ATCos in 2004 handling 
<: 71,699 flights. Today, there are 900 
^ ATCos handling 72,524 flights. "We need 
another 1,000 new people," claims a 
Guild official. They would settle for any 
addition though — particularly in the 
Mumbai and the Delhi airports. 
3 The situation is really alarming in 
- both these cities. In Delhi, only two sec- 
tors of the area control centres (ACCs) 
and one sector of the approach control 
(APP) centre is functioning against four 
ACCs and three APPs planned. In Mum- 
bai, it's worse with just one sector of the 
ACC and one sector of the APP function- 
ing. As the draft report points out: 
"Opening up of additional sectors is es- 
sential for efficient handling of traffic 
and to ensure safety.” Sources say that 
the current sectors were drawn up 20 
. years ago. The number of flights has in- 
~~ creased 20-fold since then. One senior 
ATC points out that radar controllers in 
these two airports are expected to keep 
an eye on 17-18 routes instead of two or 
three as happens in other countries. 
The problem is that theres been no 
serious effort to address the manpower 
shortage. A proposal for creating 650 ex- 
ecutive and 350 non-executive ATC 
posts has been gathering dust for a 
while now. The AAI chairman says he 
cannot be held responsible for what 
_ happened in the past, but that since he 
took over in 2004, he has been on a hir- 
ingspree. He expects another 172-odd 
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to be done over and over again. 














maintenance work. 


\ 
controllers to be out of the training 
academy soon. 

However, the Guild says that adding 
172 new controllers will hardly be 
enough. Also, they point out that even 
these 172 controllers will take at least a 
couple of years before they can handle 
the really complex tasks. 

The draft Roy Paul Committee report 
concedes that it will be difficult to bridge 
the alarming manpower gap in the short 
run. That's because it requires various 
stages of training and rating before an 
ATC can be inducted into the job. 

Petty politics, says AAI sources, have 
led to this acute manpower shortage. In- 
variably,the AAI chairman and the other 
senior directors belong to the engineer- 
ing departments. That is why they are 
often more interested in clearing re- 
cruitments for ground engineering staff 
than in the ATC department. That apart, 
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NDIAN airports face two big problems. One, poor infrastructure. Two, 

underutilisation of available equipment and ground infrastructure. It is 

the second issue that's become a pet peeve of airline operators. They 
point out that this underutilisation causes delays and often forces their 
planes to circle endlessly while waiting for permission to land. In the 
bargain, they end up wasting precious fuel. 

In Delhi, points out one airline operator, the secondary runway (09/27) 
is not used for departures. Ditto for Mumbai. Using them could cut down 
on the ‘waiting time’ of planes before takeoff during peak hours. 

Then again, the runways are closed for inordinately long periods for 
maintenance work. In Delhi, the main runway is closed for two hours daily 
for maintenance. Says one airline operator: "This makes no sense. Clearly, 
the quality of maintenance being done is very poor. Very few countries with 
a single runway close their runways during the day at all. If at all it closes it 
is during lean periods.” He argues that the handing out of contracts by AAI 
is often done on criteria other than competence. That is why the work has 


In its draft report, the Roy Paul Committee also commented on the 
issue. It pointed out that using better quality paint could dramatically 
reduce the frequency of painting the runways and the taxiways. It 
recommended the use of chemicals for removing rubber deposits (which. 
happens due to friction caused during touchdown) on runways. Many feel 
that the flexible pavements of the taxiways and the apron in Mumbai and 
Delhi need to be converted to rigid pavements to avoid frequent 


Industry sources say that the airspace and airports are also often closed 
for military activities. When this happens, small aircraft and helicopters are 
dumped on the main runways, making the system even more inefficient. 
Aviation ministry officials say that some of the restricted space for military 
activities needs to be made available for civil aviation. 
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ATCs complain that training and tips 
abroad for familiarisation with newsys- 
tems also follow no real norm. They ate. 
invariably ad hoc. One ATC gives the ex- 
ample of one favoured officer who mate 
aged to travel abroad on training andfa- — 
miliarisation trips 88 times in the last 
two years before his retirement! 

“There is very little systematic train- 
ing for the ATCs overseas,” confirms a 
former AAI official. According to AAI 
data, around 73 ATCs were sent overseas 
in 2004, but most of these were for sym- 
posiums and conferences. The draft re- 
port argues that training of the Indian 
ATCs at high traffic airports like Chicago. 
and Heathrow should be done to famil- 
iarise them with the technology bein 
used. Airline operators say that AAI has. 
alegacy of corruption and needs a corn- 
plete revamp. "It runs like the De 
Transport Corporation, not like the p 
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smartphones. Even if your handset does not support this 
service, you can still access basic emails via GPRS or SMS. 

= Real-time delivery 

This feature ensures any new emails and calendar entries 
reach your phone the moment they reach your mail server. 
You can then create, view, reply, delete and A ae them 
in real-time and in sync with your server, 
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à NE of the more controversial 

| issues being examined by the 
government is whether the air 
traffic control (ATC) can function as 
an autonomous corporation. This is 
an idea mooted in several countries. 

The logic behind this proposal is 

that governments are becoming 
cash-strapped due to rising spends 
on social security services. So ‘non- 
essential services’ like air traffic 
management (ATM) are fighting for a 
share of a scarce public fund. 
By granting autonomy, the 
. government would get out of its 
obligations to fund this operation. At 
the same time, air traffic controllers 
(ATCos) can be sure that the money 
they raise will be ploughed back to 
improve infrastructure. 

Autonomy does not imply that 
the organisation has to move out of 
the scope of the government juris- 
diction or that the government 
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| mier airport authority in the country,” 


| says one airline operator. 


| The Maintenance Failures 


v | If the ATC operations are understaffed, 


the maintenance and engineering sides 


| seem overstaffed. And despite that, 
E theseoperations are also in shambles, 
B sayaviation sources. One airport officer 
E says that to maintain one VOR (very 

E high frequency omni range, a naviga- 















| tional aid), AAT has close to a dozen offi- 
cers. In the US, one engineer often 
maintains up to 20 VORs. The AAI has 
around 4,000 officers on the technical 
and maintenance side, even though a 
lot of the maintenance function has 
been outsourced to Raytheon and other 
companies. And despite the ample staff, 
airlines complain that it takes ages for 
the airports to fix any problem. 

The system has simply not changed 
in 10 years, despite the warning signals. 
. After the mid-air collision between a 


B which killed 349 peopleon 12 November 


E 1996, A.K. Bhardwaj, the then assistant | 


- Kazakh airline and Saudi Arabian airline | 
B. aircraft over Charkhi-Dadri in Haryana, 
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needs to abdicate its responsibility 
for provision of air navigation 
services. It means that the organi- 
sation should have greater freedom 
in financial affairs. And that it can 
find ways of raising and using capital 
more efficiently. "The idea is that air 
navigation charges should not be 
used for purposes other than paying 
for the costs of providing air navi- 
gation services," explains an 
International Civil Aviation Organ- 
isation (ICAO) study on the subject. 
In India, the autonomy issue has 
been studied and the first draft of 
_ the Naresh Chandra Committee 
| report suggested an independent 
| ATC Corporation. But AAI sources 
| say the idea is bound to fail. They 
point out that prior to April 1998 — 
when International Airports Auth- 
ority of India (IAAI) and National 
Airports Authority of India (NAAT) 
were merged to make AAI —, the 
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| general-secretary of the ATC Guild said | 
| his union had demanded separate corri- 


dors because traffic at the airport had in- 
creased from 170 daily arrivals to 290. 
Those numbers have now gone to over 
450 a day today with no real change in 
the infrastructure. 

There have been many reports after 
various crashes pointing out that critical 


navigational aids like the Instrument | 


Landing System, the high frequency ra- 
dio telephony (HFRT) and the VHF are 
not properly maintained. While the AAI 
refuses to acknowledge this, most pilots 
agree. Says J.S. Dhillon, executive vice- 
president of flight operations for Spice- 


Jet and a senior commander: “Mainte- | 


nance of tools and navigational aids is 
very poor. The en-route flying in India is 
not an issue. But the approach, takeoff 
and landing are very badly managed.” 

Indian Airlines and Air-India pilots 
echo this view. “The pressure on air traf- 
fic management is obvious now. A 
stretch of ground infrastructure cannot 
lead to a crisis but in the air, it easily 
can,” a senior A-I pilot told BW 

Pilots say that one of the more seri- 
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! cidents just keep rising. 


ground infrastructure (parking bays, 
runways, taxiways) was handled by 
the IAAI, while the ATM and - 
communication systems were 
handled by the NAAI. There was 
very little coordination between the 
two and the ground infrastructure 
was never made as per require- 
ments. "This is why when the Ray- 
theon system was installed and was 
meant to achieve an efficiency of 45 
plane movements an hour. But it 
never did (it is geared for safe 
movements of around 28-29 planes 
an hour). The ground infrastructure 
was never in tune with the - 
infrastructure in the air, ' explains : 
one senior AAI official. | ] 

AAI sources now argue that 
privatising airports or separating the 
ATC from the rest will only make 
things worse. Rues an official: “The 
runways at Delhi and Mumbai will 
be under the new operator. With the 
ATC functioning either with the AAI, 
or maybe, even with an 
autonomous corporation, things 
will just get worse.” 
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ous problems faced is the poor VHF 


| coverage. Says an IA pilot: “If Idevelop a 
| snagintheairand need to descend sud- 
| denly in a region where I cannot make 


contact with the ATC, safety can bean 
issue." VHF coverage, especially be- 
tween Chennai and Mumbai is very 
poor and data links between ATC cen- 
tres also dont exist, he adds. 

But pilots are also part of the prob- 


| lem, say ATCos. At peak hours, pilots do 


not obey instructions. Private airline pi- 
lots are particularly in a rush because 
they do not wish to delay their takeoffs 
and landings. And that is why they do 
not often pay heed to the ATC and 
refuse to slow down. When the system is 


| already stretched, this isa recipe for dis- 


aster. The draft Paul Committee report 
says no penalty action has been taken 
against pilots ignoring ATC procedures. 
It argues that procedures need to be en- 
forced upon pilots and dorga to it 
has to be reported. i 

The solutions have been suggested. 
The question is, will the government act 
fast on them? Or, will the nurnber of in- 
| d 
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The man responsible for air safety 
and air traffic management in India 
is the chairman of the Airports 
Authority of India, K. Ramalingam. 
Businessworld met him over two 
long sessions — one before the 
Mumbai floods and the second, a 
week after it — to get his response to 
some of the allegations made by 
pilots, air traffic controllers, and the 
draft interim report of the Roy Paul 
Committee. Excerpts: 


E Pilots say the VHF (very high 
frequency) coverage is so poor that 
sometimes they lose contact with the air 
traffic control (ATC). 

lll We want to cover the entire Indian 
airspace with VHE We are bringing in 
RCAGS (remote control air ground sys- 
tems). This will help extend the VHF 
coverage. So far, coverage is for only 120- 
200 NM (nautical miles). At present, we 
do have to relay between aircraft at 
times. But we have started installing this 
new system. 

We have leased bandwidths on two 
different satellites and are planning to 
connect 80 sites all over the country to 
the network. Twenty of the terminals 
will be there by October, and the rest by 
December. The total project will cost us 
around Rs 20 crore. 

All this will enhance VHF coverage. 
Aircraft flying in the entire Indian conti- 
nental airspace will have very good 
point-to-point communication. 


li Whyarent all the area control centres 
(ACCs) functioning in Delhi and 
Mumbai? Doesn't this put too much 
load on the controllers? Even the draft 
interim report of the Roy Paul 
Committee says the acute manpower 
shortage is "highly alarming" 

E The ACCs are fully functional. Some 
of the sectors are not working. There are 
two sectors — north and south and 
these sectors are manned separately as 
per traffic requirements. Sometimes 
what happens is that because of the 
shortage of ATCs, one controller has to 
take over all the traffic. 

We are now addressing this. I have 
hired 72 people who will be trained to 
become controllers. After the other 
ACCS start functioning, the load on the 
controllers will come down. The prob- 


lem is mainly in Mumbai and 
Delhi. But the traffic conges- 
tion will ease only when the 
ground infrastructure is in 
place. We need, for instance, a 
second runway in Delhi. 

Four sectors of ACCs have 
already been provided for. 
The system was functioning. 
But the last 4-5 years saw no 
recruitment. After I have took 
over as AAI chief, I have al- 
ready recruited ATCs. The re- 
cruits are undergoing train- 
ing. With these 172 additional 
ATCs taking charge, the severe 
shortage being faced will be 
eased substantially. 


B But the ATCs say it takes 
almost 3-5 years to get a fully 
functional radar controller. 

E Yes, becoming a radar con- 
troller takes time. A new con- 
troller doesn't just become a 
radar controller. It can take 
three years in the normal 
course and depends on the ef- 
ficiency of the person. It can 
even take five years. We have 
also installed a radar simula- 
tor at the training academy in 
Allahabad. Here, we can train 
20 ATCs simultaneously. We have the in- 
frastructure in place and we hope that 
the shortage of radar controllers will be 
mitigated in the next 2-3 years. 


E So by the end of the year we will have 
another 72 controllers? 

li | have released today (8 August) an 
advertisement for another 100 con- 
trollers. So we should have at least 172 
new controllers very soon. 


I When did the last batch of ATCs go 
for familiarisation and training 
overseas? I understand there is no 
system of training of ATCs overseas. 

Bi They do go. Familiarisation and 
training is an ongoing process. We have 
signed a memorandum of understand- 
ing (MoU) with Air Services, Australia 
and some of the ATCs were sent for 
training. I am not saying it is a 100 per 
cent perfect system. It has not been a 
regular process because it requires 
MoUs for our people to be permitted 
into their control towers. But people 
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have gone to Boston, Bangkok and Aus- 
tralia. Last year, we sent three batches to 
Melbourne, Sydney and Brisbane. The 
Sydney airport conditions are similar. It 
is a single-runway operation with heavy 
traffic. In fact, we are sending 4-6 ATCs 
to Australia in the next few days. 


E How many were trained? 

B | think 12 in the last two years. They 
may not have been sent earlier. But that's 
an old story. We are in the process of 
sending them now. When the Raytheon 
[air traffic management] system was in- 
troduced, at least 64 people were sent to 
the Raytheon facility in Boston. Also, if 
an ATC is trained at, say, Heathrow, he 
cannot come back and take over in 
Mumbai. Every airport is unique. Today, 
if] transfer a man from Mumbai to Delhi, 
he has to be rated for Delhi. 


E A draft government report says the 
processors are very slow and have 
outlived their utility and that safety 
margins have reduced. 


Interview / K. Ramalingam 


There is 


pressure 


on the 
system 








B This is not true. The processors will 
not become slow as and when it is old. 
But AAI has already taken up the plan 
for upgrading the system with the latest 
hardware. A committee is going into it. 
In Mumbai and Delhi, we are replacing 
the old servers. A team is going again to 
Raytheon to look at their proposal on 
how to upgrade the systems. 


E You agree that traffic load has gone 
up beyond expectations and 
infrastructure is not adequate. In 
addition, what exists is not used 
optimally (runways are often closed due 
to poor maintenance) and the system is 
stretched beyond its capability. With all 
these, what if there is a human error? 

B Thisis what! am saying. Air traffic has 
gone up by almost 20 per cent. But air 
traffic management is not only about 
the system working in the air, but also 
about what's on the ground. Take the 
case of Delhi airport. It has just one run- 
way that can handle around 25 move- 
ments an hour. You are loading it with 


on the system. Then, on the 
same runway, you have a pe- 
culiar traffic mixture 
smaller aircraft, slower air- 
craft, helicopters and so on. 
Dogs are a menace, but there 
was a high court ruling that 
you cannot touch dogs. These 
are constraints the AAI has to 
work with. 

Besides, because of the on 


of Delhi and Mumbai air- 
ports, no major infrastructure 
development project is al- 
lowed to be undertaken. Now, 
we are doing everything we 
can — reducing the amount 
of time the runways are 
closed, hiring ATCs, making 
additional parking bays, and 
providing parallel taxi tracks. 
While the major airports at 
metros are crowded, other 
airports in the country are not 
being optimally used. Further, 
we have observed that there is 


cially during the morning and 


DILEEP PRAKASH 


been taken up with some of 
the private airlines to shift their opera- 
tional hubs to non-metros where ade- 
quate infrastructure is available. 


E Pilots say that navigational aids and 
equipment arent well maintained. All 
this is despite a huge maintenance 
workforce and the actual maintenance 
work being given out on contract. 

E The navigational aids and equip- 
ment are maintained as per the stan- 
dards mandated by the International 
Civil Aviation Organisation (ICAO). 
Equipment is continuously monitored, 
maintained and calibrated. The runway 
surfaces at airports are periodically 
maintained and strengthened if neces- 
sary. Periodic testing of runway friction 
is carried out to ensure that the runways 
are fit for operation. 

We have an MoU with the Ministry 
of Civil Aviation, under which we are ex- 
pected to keep these facilities up and 
running for 99.2 per cent ofthe time. We 
are maintaining them up to 99.5 per 
cent. We have given no contracts to any- 
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40. Naturally, there is pressure | 


going restructuring exercise | 


a bunching of flights espe- | 


evening hours in metros, re- | 
sulting in congestion. It has | 
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one. Only Raytheon has been given a 
contract with a specific purpose: to re- 
pair any equipment that we cant fix due 
to lack of equipment or a special tool. It 
is not economical to buy this tool and 
use it once a year to fix something. 

As far as staffing is concerned, we do 
have around 3,000-4,000 officers be- 
cause these facilities have to be main- 
tained 24 hours. All over India, we have 
around 800 facilities running round the 
clock. We have to have at least one per- 
son at each of these facilities. This is only 
watch keeping. Then there is routine 
and preventive maintenance. So, the 
strength of our technical manpower is 
just matching the workload. 


E Pilots also say basic equipment like 
surface control radars are either not 
working or not installed. 

li It's working in Delhi. In Mumbai, we 
had a problem with Raytheon, and this 
is under arbitration. Basically, this radar 
helpsto see the aircraft on the runway in 
poor visibility. In Mumbai, we usually 
don't have such poor visibility (fog is a 
much bigger problem in Delhi). I don't 
think it’s a constraint if it doesn't work in 
Mumbai. This equipment is only re- 
quired at airports which have a high 
density of traffic and often have poor 
visibility. In Delhi, sometimes when it 
doesn't work, it is a constraint (the 
equipment in Delhi is around 15 years 
old). We are now replacing it. Further 
Advanced Surface Movement and 
Guidance Control System (ASMGCS) 
has been proposed to be installed at 
Delhi and orders have been placed. The 
new equipment will give a total cover- 


| age for effective control of airport area. 


ll Standard procedures like STARs 
(standard arrival procedures) and SIDs 
(standard instrument departures) that 
are used the world over are not used in 
India. Pilots say such procedures will 
reduce the communication between 
them and the ATCs during takeoffs and 
landings, and will help to decongest. 

W We also have STARs and SIDs, but 
they were not very well designed in the 
past. We are looking at updating these. I 
have appointed a committee to look 
into whether we need to redesign or up- 
date these procedures. LU 
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MES Maruti does a 


HE day he was supposed to 
meet Businessworld, Jagdish 
Khattar got stuck in a traffic jam 
not far from the Maruti Udyog 
factory in Gurgaon. The man- 
aging director of India’s largest 
car company got down from his plush, 
silver-coloured Grand Vitara, and clam- 
bered aboard a supplier's truck headed 
for his factory. He kept his appointment. 

It's characteristic of his company 
too. Maruti has just kept a pledge that 
seemed too long a heave even a few 
years back. With the launch of its super- 
mini, Swift, the company has proven 
that it's not just a maker of cheap and 
small cars, that it can wow the market 
with a stylish product too. And that's 
also a global first for Suzuki Motor Com- 
pany, the Japanese major which holds 
54.4 per cent in Maruti. 





mM 


Maruti's team of 25 engineers who went to Japan to co-develop the Swift ! 











Khattar puts it in perspective. *One 
shouldn' get carried away by the initial 
euphoria, as one product does not 
change the industry," he says. "It puts 
pressure on the others, all of whom are 
major players sitting on piles of money. 
But that said, this round is ours." 

Thats what the numbers suggest 
too. With 31,000 bookings in the first 
three months on the road, the Swift has 
surely made a splash in the Indian pas- 
senger car market. In June, the month 
after the Swift's launch, sales of cars in 
direct competition with it — Hyundai's 
Getz, Fiat's Palio and GM's Opel Corsa 
Sail — fell, as did the sales of some mod- 
els priced above and below (See ‘The 
Swift Effect On Competition’ on page 
42). It would be difficult to gauge the 
precise impact of the Swift on other cars’ 
sales, especially since the whole passen- 


ger car market was 8 per cent smaller in 
July 2005 over May 2005, but the canni- 
balisation has surely extended to 
Maruti's own Zen and Wagon R too. 

Maruti' biggest competitor, Hyun- 
dai, wants to keep the finger pointed 
that way. “A new launch has a curiosity 
value, but we do not expect any long- 
term impact [of the Swift] on Hyundai. 
If it all, it’s impacting Maruti’s own B 
and C segment cars,” says a Hyundai 
spokesperson. 

The Swift's impact, however, extends 
beyond these initial numbers. It’s the 
first in a series of steps that are going to 
define Maruti’s recast ambitions. 

It was the first time Indian engineers 
worked on developing a car that would 
be sold in China too. For the Swift, the 
company made changes to its manufac- 
turing process and sourced more parts 





SWIFT 


different jig... iim 


..and ends up changing 
itself and the auto market 
in turn. By Aarti Kothari 


domestically. There were several depar- 
tures from the regular practice of selling 
anew car. Coming up are an overhaul of 
the company's marketing set-up and 
the commissioning of a new diesel 
plant. At the end of this long and wind- 
ing road is Maruti's goal of repeating in 
the next five years what took the com- 
pany the first 23 years of its existence to 
achieve — to move from producing half 
a million cars a year to the million mark. 
Where does Swift fit into this scheme 
of things? To begin with, it's the first of at 
least five new cars that Maruti plans to 
roll out in the next five years. Some of 
the tweaks made to the manufacturing 
process for the Swift are here to stay. 
Most importantly, it gives Maruti a fresh 
appeal in the sub-Rs 4-lakh segment of 
the market, which brings in more than 
90 per cent of the company’s revenues. 


Breaking the 
mould at Maruti 


@ For the first time, a team 
of Indian engineers 
co-developed a car for the 
Indian and Chinese markets 


@ Swift has the highest 
indigenisation level at launch 





@ 50% of the press dyes 
were developed in India. 

Earlier, almost all used to 
be brought in from Japan 


@ Delphi (Bangalore) and 
Kalyani Brakes have been 
chosen sole global suppliers 
for certain components 


@ For the first time, dealers 
and suppliers were involved 
during the development 





@ 1,000 salespeople were 
hired and trained to sell the 
car to upmarket buyers 











That new appeal is new for Suzuki 
too. For long, it has been one of only 
three companies in the world that 
makes both cars and bikes (the others 
are Honda of Japan and BMW of Ger- 
many). The skills required for making 
the two types of vehicles are very differ- 


ent. But while both Honda and BMW | 


managed to carry some essence of 
styling across both kinds of vehicles, 


Suzuki's cars weren't a patch on the | 
evocative styling of its bikes. On top of | 


that, restricted by the Japanese concept 
of kei jidosha zei (literally, light car tax), 
under which cars occupying more than 
a certain amount of road space are 
taxed heavily, Suzuki remained a maker 
of small, fuel-efficient, value-for-money 


cars. Thats why BMW, Peugeot, Citroen | 


and Renault have sold more than Suzuki 
in Europe, an important small car mar- 
ket outside the developing economies. 

But in 2000-01, officials in the com- 
pany' two biggest markets, Japan and 
India, independently voiced the need 
for a fresher image. That's how the idea 
ofthe Swift was born. 

Mayank Pareek, marketing head at 
Maruti, says: "The global trend was for 


vehicles that evoke a certain personality. | 


We decided to go down that course. So 
for the Swift, Suzuki chose a young, dy- 
namic, ambitious and fun-filled person- 
ality." Styled in Europe, at locations in 
Italy, France and the UK, it is Suzuki's first 
car for the world markets — Europe, In- 
dia, China and, of course, Japan. 


But the challenge was to match | 
styling with affordability. So for the first — 


time, a target cost was set before the de- 


velopment work on the car started in | 
earnest in May 2002. That translated to | 
| says Rao. Would they be able to? Khattar 
| says: "Some years down the line, when 


an on-road price of less than Rs 4 lakh 
for India. So the level of components 
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sourced locally was increased. The Swift 
finally hit the market with the highest 
level of indigenisation at launch for any 
car made and sold in India — 85 per 
cent. For Maruti, the previous high was 
65 per cent, for the Alto. 

To help with the development of the 
car, 25 young engineers from Maruti 
spent varying periods of time over two 
years at Suzuki's facilities in Japan. The 
leader ofthe team, I.V. Rao, chief general 
manager (engineering), says: "Our engi- 
neers had been going to Japan since 
1994. When they returned they were 
better skilled. To keep them engaged, we 
gave facelifts to our existing products. 
But the Swift was a dream come true." 

While work was being done on the 
global car, the Indian team was adapt- 
ing the specifications to suit Indian con- 
ditions. This was another unprece- 
dented step. The team reengineered the 
intake and exhaust systems of the car to 
let in more air, given the higher pollu- 
tion levels in India. They increased the 
torque, the twisting power of the engine, 
so that driving the Indian variant along 
the jammed roads here would need 
fewer gear shifts and make life that 
much easier. In Japan and Europe, the 


| target groups for small cars comprised 


mostly small families of four or young 
couples. So the roof for the Japanese 
variant of the Swift dipped sharply to- 
wards the rear. But keeping the average 
Indian family in mind, the roof's rear 
was raised slightly and the headroom 
increased. The suspension, brakes and 
tuning of tyres were done in accordance 
with Indian road conditions. 

"We would like to be involved in new 
Suzuki products even in the future," 


NEM ee ee TN 


the Swift will have to be revamped, these 
guys will be best suited to do it. Who 
knows, for the next Suzuki car, if 20 new 
components have to be developed, 
maybe 12 will be done in India.” 

There were changes on the produc- 
tion front too. Unlike in the earlier 
Maruti cars, where most of the press 
dyes for manufacturing panels were im- 
ported from Japan, 50 per cent of the 
dyes needed for the Indian Swift were 
built here. The remaining were sourced 
from Taiwan and Japan. 

Then, almost 70 per cent of the 
welding job on the Swift was automated 
by deploying 89 robots on the line. The 
comparable level for the Alto is 51 per 
cent. Maruti engineers claim that the 
Swift welding line can be used on a cou- 


The Swi 












ple of newer Suzuki models that are to 
be introduced. In the past, each model 
had a dedicated jig for welding that had 
to be physically moved into position 
when that model came on the line. 

To achieve an 85 per cent level of lo- 
calisation, Maruti involved its compo- 
nent suppliers some two years before 
launch. This was, again, a Maruti first. 
Pune-based Kalyani Brakes was picked 
as the sole supplier for rear brakes for 
the Swift worldwide. And Delphi's Ban- 
galore outfit was given a similar status 
for steering columns. 

The other big change happened on 
the marketing front. This was the first 
time Maruti was going to market a hip 
and sexy product to a young clientele. 
So the campaign had to be quite differ- 
ent from the typically sombre Maruti 


ft effect on competition" 


Maruti Swift 3.95-4.95 
Hyundai Getz 4.52-5.11 
Palio (petro) 3.72-4.22 
Opel Sail 4.55-4.84 


..* The 12 models whose monthly sales have been considered include Alto, Zen, Wagon R, Santro, 
Indica, Indigo, Ikon and Esteem. In all, they account for over 70% of the passenger car market. 


Notes: 1) The prices mentioned next to the model names are ex-showroom, Delhi, and in 
Rs lakh. 2) The section in light blue represents cars in the segment below the Swift's, and those 
in dark blue represent those in the segment above. à 


creative. So came ‘More oomph per 
MPH, ‘Play, boy’, and ‘XXXciting’. 
“There were two initial objectives. 
One, to redefine the profile of the cus- 
tomer who comes to buy a Maruti car. 
Two, to sustain high response and con- 
vert interested people into buyers from 
the beginning.... Implementation is 
key,” says Pareek. So for the first time, 
Maruti separately hired and trained a 
1,000 young ‘sales energisers’, mostly 
from the hospitality and business 
process outsourcing industries. Their 
training included staying at a five-star 
hotel for three days and riding around in 
a hired BMW. The idea was to give them a 
feel of the lifestyle of a prospective Swift 
buyer — children of rich parents, dou- 
ble-income-no-kids urban couples, etc. 
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Sources: Companies, analysts and SIAM 






As for implementation, some 50 people 
from Maruti were placed in the top deal- 
erships to ensure that the ‘energisers’ im- 
plemented their briefs. And if Pareek has 
his way, this is the manner in which fu- 
ture Maruti models are going to be sold. 
The strategy seems to have worked 
for now. Khattar recalls a remark from 
one of his dealers’ salesmen: “He said 
that he had never seen so many big cars 
like Accord, Camry, Mercedes parked 
outside the showroom. We had lost 
these customers, but now we have them 
back.” Dealer morale is high, as they too 
were involved at an early stage. Earlier, 
they would sometimes learn about a 
new launch in newspapers or be told 
about it just a day in advance. Some of 
the dealers’ ideas were implemented, 
like a high presence in malls, whereas 
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some were dumped, like lowering a 
Swift from a helicopter. | 

Interestingly, no television commer- 
cial on the Swift has been aired yet. One 
would have to wait till December to see 
the first. The company says it doesn't 
want to incur the wrath of customers by 
getting them excited about the product 
and then asking them to wait for four 
months (the current production of 
about 5,000 Swifts a month i5 far shorter 
than even the current demand). 

There is more to be done on the Swift 
yet. The biggest is the launch of the diesel 
variant, which the company plans to 
bring out by the end of 2006. That’s when 
competitor Tata Motors, whose Indica is 
now has the largest selling diesel car in 
the country, may feel some heat, though 
its notin direct competition. 

And there is going to be even more 
competition coming in. The Society of 
Indian Automobile Manufacturers esti- 
mates that between 2005 and 2010, 
about 60 new models of passenger cars 
and multi-utility vehicles are going to 
hit the Indian roads. More specifically, 
global majors Toyota and General Mo- 
tors have announced plans to enter the 
small car segment in India. While Toyota 
is toying with the idea of bringing Aygo 
to India, General Motors is thinking of 
launching the Aveo and the Chevrolet 
Spark here. These carmakers have deep 
pockets and may be able to match 
Maruti on the price front. That’s when 
the battle would begin in earnest. 

So how is the Rs 13,000-crore Maruti 
going to take on the competition? “Any- 
body thinking of bringing in a small car 
will have to take a new look prices and 
package now. There, scale and portfolio 
matter. In one shot, we've set bench- 
marks on many fronts — looks, price, 
technology and service," says Khattar. 

Sure, within the Suzuki universe, 
Maruti is going to become even more 
important. The volume here is pro- 
jected to overtake that in Japan in three 
years. But would Maruti still be able to 
retain its market share of more than 50 
per cent? Khattar says: “Mr [Osamu] 
Suzuki told me six years back, ‘Mr Khat- 
tar, 50 per cent market share is unreal. 
Go down to 30 per cent.’ But we are 
holding on to it. To retain the market 
share in 2010 looks very tough; others 
wont let us. But we have to aim at it.” 
That's precisely what all this is about. Bi 


www.blaupunkt.com 


How 
can car audio 
technology 
shape a better 
sound? 


Blaupunkt 

TRIPLE WINNER 
“Innovations Design 
& Engineering 
Showcase Award” 


International Consumer 
Electronics Show (CES), 
Las Vegas, 2005. 


The ingenious Blaupunkt Thin Line Series. Enjoy cutting 
edge sound on these ultra-flat, compact wonders... 


Nothing excites like a design marvel. The TH Series speakers and 
amplifiers hold even greater surprises. The exceptionally flat dimensions 
cut down installation depth considerably without hampering quality. 
Easy to install, the acoustics are clearly balanced for your pleasure. 
The price? As attractive as its looks. That's technology on the go. 
That's Blaupunkt for you. Have you ever thought of a car audio like this? 


=. Wo + "ZI [2L ek? ee. a a 7p 
" pope, Nit des 48 m ur Vu ELI 
M -" C ‘ory a PL = A , 
> DEO a d EECES - 
UAE? / E 
í qe U^ D 
, g 
[44 v 
AW ` 
4 fi i ] ri 
M A i y 1 
Y 
1 


Blaupunkt MP3 players - Rs.8450/- onwards. 
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YASSIR A. PITALWALLA 


QUITY brokers are always 
looking for new ways to make 
money, even if its does mean 
changing old loyalites. Just look 
at how they flock to the Na- 
tional Stock Exchange of India 
(NSE) instead of the one-time favourite 
Bombay Stock Exchange (BSE). And past 
ties get stretched even thinner when the 
value of stocks traded in the cash seg- 
ments of the BSE and NSE comes down. 
And in some instances, they are 
shifting their loyalties to another market 
entirely — commodities. With a 
turnover of $135 billion in 2004-05, the 
volumes in commodity futures trading 
across exchanges has now overtaken 
the combined turnover of the cash 
segment of the NSE and BSE. Equity 
brokerages (some of whom actually 
owe their origins to commodity futures 
trading) now want a piece of this juicy 
business. “For equity brokers, com- 
modities are a way to add an extra rev- 
enue stream and service existing cus- 
tomers more fully,” says Suresh Nair, 
vice-president (commodity derivatives) 
Kotak Commodity Services. 


Big brokerage houses are drawing | 


up strategies to dominate this booming 
business. Most of them (save for several 
smaller regional players) have missed 
out on the over 900 per cent growth 
in commodity futures turnover bet- 
ween 2002-03 and 2004-05. During 
this period, exchanges like the National 
Commodities and Derivatives Excha- 
nge (NCDEX) set up a network of 125 
warehouses where commodities are 
graded and certified. Commodities that 
underlie the futures contracts can 
be held electronically in demat form 
with depositories like the National 
Securities Depository. 


Commodity futures turnover. «d 
grew 900 per cent between i 
2002 and 2005. How India's 
big equity brokers plan to 
get a piece of the action 


| but small mandi traders across the | 








The scope of commodites 





$1 14 billion The share of commodities in India's GDP 








45 The percentage of India's GDP contributed by commodities 





50 The percentage share of turnover in commodity futures when 
expressed as a percentage of equity derivatives 





Rs 28 ,000 CIOTE The projected average daily turnover of 
commodity derivatives in India 


With 10,000 terminals in 450 towns 
nationwide, NCDEX is already threaten- 
ing to eclipse its promoter NSE, that has 
around 650 members in 460 towns. 
Meanwhile, the Multi Commodity Ex- 
change of India (MCX) claims to have | 
800 members in 400 cities nationwide, 
and hopes to break even by 2006-07. 

5o have the brokers missed the bus | 
altogether? Not really, if the exchanges | 
are to be believed. | 

Today, the biggest users of commod- 
ity futures are not agri-business majors, 


ties as they have for the purpose of price 
discovery. While commodity balances 
may be held in an electronic form, the 
| buyer of a commodity future who takes 
the actual delivery must be physically 
present at the warehouse to receive the 
delivery, arrange to warehouse the com- 
, modity afterwards, and deal with prob- 
lems like getting a state sales tax or value 
added tax registration number. For In- 
dias brokers operating in the electronic 
| age, a return to the old world of storing 
| aloo would prove tough to handle. 
What's more, a look at the Refco 
Commodities Index for India suggests 
that the index has, on the whole, deliv- 
ered negative returns. So indexing may 
not be a very profitable strategy for in- 


country. This means that the commod- 
ity futures exchanges in India have | 
tended to be used as much for sale and 
purchase of the underlying commodi- | 
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vestors in commodity futures. “There is 
a DNA difference between the com- 
modity and stock markets, as guar has 
to be analysed quite differently from 
gold,” says Jignesh Shah, managing di- 
rector of MCX. With good commodity 
analysts somewhat tougher to come 
by than equity analysts, this is one 
area where equity houses are engaged 
in capacity building. 

So far, the returns in commodity fu- 
tures have been made by either predict- 
ing future price movements or by ar- 
bitraging between the spot and the 
futures markets. Some of the small re- 
gional equity brokers who have entered 
the commodity markets as arbitrageurs 
have been making an 18 per cent annu- 
alised return by buying in the spot mar- 
kets and selling forward the commodity 
futures. Effective arbitraging requires a 
network to source in the spot markets 
across different commodity strong- 
holds, as well as warehousing capabili- 
ties. Both of these competencies are 
currently under development by the big 
equity brokers. 

Equity brokers are, however, quite 
bullish on growth in commodities. “The 
commodities markets today are at the 
same stage of development that the eq- 
uity market were at 20 years ago. We ex- 
pect that three years from now our com- 
modities business will outpace the size 
of our retail equity business,” says Man- 
ish Shah, head (equity & derivatives) at 
Motilal Oswal Securities. 

Kotak Commodity Services expects 
that its commodities trading business, 
which is barely 8-10 per cent of the size 
of its equities business, will grow to 
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closely match the equities business in 
five years. Kotak would be a force to 
reckon with if it manages to achieve the 
position of the largest domestic broker- 
age in commodities, a position it claims 
in the equities business. Also, Refco, 
which has its roots in global commodity 
derivatives, expects that its commodi- 
ties business in India will be equal to or 
bigger than its equities derivatives busi- 
ness in a span of three years. 

Most commodity futures contracts 
have a limit on the open interest a single 
client can have. This means that, for in- 
stance, if Britannia came to purchase its 
annual requirement of wheat on the 
NCDEX, it may not be allowed to enter a 
trade to purchase such a large quantum 
of wheat on the exchange. Exchanges 
like the NCDEX have approached the 
Forward Markets Commission for per- 
mission to allow hedgers like Britannia, 
which have an underlying balance sheet 
exposure, to assume a position in com- 
modity futures that is at least equal to 
their balance sheet exposure. If the pro- 
posal is accepted, then the share of 
hedgers — currently estimated at 15 per 
cent of the Rs 2,500-crore daily turnover 
in the commodity exchanges — could 
rise manifold. 

Today, equity brokers do not have a 
brand presence in the minds of the 


typical commodity trader. So they have | 


to compete on price. With their huge 
overheads and strict systems-driven 
operations, they often find themselves 


outclassed by smaller regional brokers | 


who have personal relationships with 
local mandi traders. As a result, equity 


brokers' growth in commodity futures is 
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as much about cross-sell as it is about 
new customer acquisitions. 

Exchanges, though, are not relying 
on equity brokers alone to power their 
next phase of growth. They are rapidly 
expanding geographically to get even 
more mandi traders onto the exchange 
platform by introducing new contracts 
and different commodities. Refcos suc- 
cess also lies in attracting other com- 
modity brokers who operate on interna- 
tional exchanges like the London Metals 
Exchange to set up shop here. 

"We are already ahead of our busi- 
ness plan and hope to break even in fis- 
cal 2005-06 as compared to 2006-07 as 
originally projected," says says PH. 
Ravikumar, managing director, NCDEX. 
Insiders say the promoters expect 
NCDEX to clock larger volumes than 
NSE in two years. Exchanges like MCX 
have already signed partnerships with 
exchanges in Dubai and Tokyo to pre- 
pare for an era when Indians can trade 
in foreign contracts. 

NCDEX, which is not even five-years 
old, is already spawning new compa- 
nies. One, the National Collateral Man- 
agement Services, has signed a memor- 
andum of understanding with the Food 
Corporation of India to expand its acc- 
redited warehouse network to 1,100. "In 
five years you will have an NCDEX-ac- 
credited warehouse every 40 kms in the 
country," says Ravikumar. Let the equity 
brokers match that in retail reach. 












=py ranjit shastri — |. 
How to win 





The author is director 
of PSi's strategic 
consulting and private 
equity activities. He 
can be reached at 
pst@psi-world.com. 


A crafty 
player will 
not only 
attack in a 
different 
arena, but 
will ensure 
that the 
adversary 
doesn't 
even know 
what hit 
him 





without a fight 





HERE is an important lesson in the 
recent Honda Motors labour deba- 
cle for companies operating in In- 
dia, particularly those with foreign 
shareholders: when attacked, 
don't try to defend yourself in the local area 
where you are weak, but counter-attack in ar- 
eas where you are strong. Work with your In- 
dian collaborators or foreign bureaucrats to use 
the press to put pressure on the Indian govern- 
ment. And dont let on that you are behind the 
press statements, because that could draw un- 
wanted attention. 

When Honda's workers in Gurgaon clashed 
with the police, the company's management 
hada choice. They could let the law take its own 
course, but this would take time and the laws 
here are biased towards the worker. Alterna- 
tively, the firm could seek to shift the battle to 
another theatre. For example, they could enlist 
press support by suggesting that foreign invest- 
ment would suffer; this would put pressure on 
the Indian government at a time when it is at- 
tempting to accelerate economic growth by en- 
couraging foreign investment. However, going 
directly to the press could draw more unwanted 
attention. As it turned out, while the unions 
were playing a local game focused on a particu- 
lar factory in Gurgaon, Japan's envoy to India Y. 
Enoki helped shift the game to a global arena. 
He announced to the press that the incident 
would be a "disadvantage for India's image as an 
FDI destination". 

Toyota's Kiyomichi Ito also chimed in to the 
press that "Indians should understand that the 
capital investor has varied choices, and that 
China still remains an attractive destination." 
For good measure, Geetanjali Kirloskar, chair- 
woman of the Indo-Japan Business Initiative, 
announced that the incident “may give a sense 
of anxiety to Japanese investors". It almost ap- 
peared that they were all reading from the same 
public relations brief. Was Honda Motors act- 
ing quietly behind the scenes to encourage 
these statements to the press? If they were, it 
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was a smart move as it changed the scope of the 
issue. In other words, the press statements rep- 
resented an attack on a completely different 
front, and simultaneously moved the bound- 
aries of the game. The emphasis was shifted 
from the incident being a Honda labour deba- 
cle to being an Indian labour debacle, which 
supposedly will lead to an FDI loss for India. 

Japanese multinationals are not alone in us- 
ing this technique. Enron, the scandal-ridden 
American energy company, used the same 
technique with respect to its ill-fated venture in 
India. Enron, however, didn’t have the finesse 
to keep behind the scenes. How true are the 
claims of Enoki and his compatriots? I can tell 
you that none of PSi's clients called to express 
concern about Honda’s labour trouble. The 
press coverage suggests that most of those who 
expressed concern were somehow linked with 
Honda, the Japanese automotive sector or the 
Japanese government. The chairman of Mit- 
subishi, however, broke ranks and reflected the 
views of many foreign investors, when he said 
that the incident provided “a good lesson for 
Japanese management" and that there was a 
real need to understand cultural differences. 

Whether it is true that FDI will be affected or 
not, the government reacted quickly to make 
sure the problem was addressed, and Honda 
came across as the quietly aggrieved party. 
They won without appearing to fight. The inci- 
dent reminds us that there are no fixed bound- 
aries in the game of business. The human mind 
valiantly attempts to break up the world into 
fragments, but those narrow walls that Ra- 
bindranath Tagore described often tell us more 
about the human mind than reality itself. 

A seasoned business manager knows that 
there are no boundaries and that everything is 
connected to everything else. Therefore, he will 
seek to fight in his own element, rather than let 
his antagonist choose the venue. And a truly 
crafty player will not only attack in a different 
arena, but will ensure that the SE VERSOLy won't 
even know what hit him. si 
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India has not done 
much to exploit gas 
trapped in coal mines. 
It can take a tip or two 
from China and 
Australia on how to 
use this energy. 
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WO weeks ago, Reliance Industries announced an- 
other humungous gas find: a strike of 3.75 trillion cu- 
bic feet in Madhya Pradesh. This strike was quite dif- 
ferent from its earlier gas discoveries, tho ugh. It was 
not a natural gas field that was being mined. This gas 
was coal bed methane — a hydrocarbon gas found 
trapped in used and abandoned coal mines. 

If Reliance decides to develop this find, it will mark a first 
for the country. So far, India has not really done much about 
exploiting the potential of using abandoned coal mines or 
coal waste to generate energy. A pity really, because everyone 
— from China to Australia — is already developing this partic- 
ular source of energy. 

This article explores how India can borrow a tip or two 
from these countries. There are essentially three different 
methods that India can use to tap its abundant coal mines — 
both active as well as abandoned — to bridge a part of its en- 
ergy shortage. The first method involves recovering the gas 
trapped in abandoned mines — essentially what Reliance is 
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trying to do. The second technique actually 'gassifies or — 
converts to gas, in plain English — the remnants of coal in old, 
disused mines. The last method involves transforming coal 
wastes produced during coal mining to gas. One supplemen- 
tary advantage of trying out these new technologies? It will 
also help in reducing environmental hazards. 

International studies show that 30 to 40 per cent of all coal 
mines contain trapped methane gas. In many countries, this 
gas is siphoned out and used effectively for generating power. 

It is wise to use it this way, points out an energy analyst. 
Every country in the world is using too much of natural gas. 
Sooner or later, we will face a natural gas supply crisis, much 
the way we are facing an oil crisis today. And that is why it 
makes sense to explore other energy options — especially 
ones like coal mine or coal bed methane, which can be tapped 
relatively easily and used to substitute natural gas. 

Countries like the UK, China, Australia, Germany and the 
US have already started spending considerable time, money 
and effort to exploit coal mine methane. 
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Methane gas has always existed in coal mines. In 
fact, it is considered a major hazard for miners. It is 
generally siphoned out. In the old days, it used to be 
burnt after being taken out of the mine. Today, in sev- 
eral countries, it is used more productively and helps 
generate power. The interesting part is that the gas, 
which is 60-80 per cent methane, continues being re- 
leased in coal mines even after they have been shut 
down and abandoned. 

By building degasification systems — essentially 
vertical and horizontal pipes or channels for remov- 
ing the gas — this methane can be recovered from the 
mines. Depending on site characteristics and tech- 
niques used, the recovered methane ranges from 
pipeline quality to medium or low quality. (See At An 
Underground Mine’) 

China has gone one step further though. Apart 
from tapping gas already present in mines, it is now 
trying to actually convert the coal present in these 
mines into gas. How China has forayed into under- 
ground coal gasification (UCG) is worth understand- 
ing. Both India and China — tipped to be the second 
and third largest economies in the next few decades 
— have a common energy problem. They lack big pe- 
troleum reserves but have abundant coal mines. Coal 
has fallen out of favour in both countries because of 
its inherent disadvantages as a fuel, but China has 
started exploiting its coal mines to get gas now. 

Our north-eastern neighbour is utilising deep- 
seated coal in abandoned coal mines by undertaking 
one of the largest UCG programmes. UCG poses 
none of the environmental problems usually associ- 
ated with coal mining, that is, mining waste disposal 
and coal combustion on the surface. The technology 
supplements conventional underground mining by 
utilising coal seams that are impossible or uneco- 
nomical to mine. And China appears to be the only 
country attempting this. 

Sixteen UCG trials have been carried out since the 
late 1980s. The identified UCG resources in China 
consist of unworked coal pillars in working and closed mines. 
If the European deep drilling technology is shown to be feasi- 
ble, accessible UCG resources could increase from 30 billion 
tonnes to 300 billion tonnes. The gas is distributed for local 
use, mainly for cooking and industrial heating. Plans are afoot 
to build a 400MWe UCG power generation scheme within the 
next two years. Technical uncertainties remain but with fur- 
ther investment in R&D, China hopes to replicate the project 
throughout the country. 

The largest coal mine methane (CMM) project underway 
in China, at the Sihe Mine in Shanxi Province, is projected to 
generate 120 MW of power utilising both coal bed methane 
and CMM as feedstock. The Sihe Mine began operations in 
early 2002. Currently, the mine produces about 435,000 cubic 
metres of CMM per day. Of the mines methane emissions, up 
to 36 million cubic metres per year has been captured and 
used in a combined heat and power (CHP) plant. Coal pro- 
duction is anticipated to increase to 8 million tonnes by year 
2008, which will increase CMM emissions to more than 
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500,000 cubic metres per day. The pro- 
ject, slated to be completed in 2008, will 
use internal combustion gas engines to 
generate power. The project aims to 
provide at least 166 million cubic metres 
of coal mine methane per year to about 
90,000 households and various indus- 
tries and commercial establishments. 
India can take a leaf out of China's 
experiments to overcome the country’s 
energy shortage. The bulk of Indias high 
quality coal resources are located in the 
Damodar Valley coalfields, the site of the 
majority of India’s mines. Several of the 
Damodar Valley mines are known to be 
gas rich, with gas contents up to 500 
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to market 





Gob 


Direction 


ous applications for many years. Among 
other things, it is used for illumination, 
fuelling boilers and generating power. 
UK-based companies like Alkane 
Energy, Octagon Energy, and StrataGas 
have been aggressively pursuing oppor- 
tunities in CMM development from 
abandoned mines. In the US, the major- 
ity of CMM recovered has been injected 
into natural gas pipelines. However, 
with higher energy prices in recent 
years, other options such as electric 
power generation are becoming more 
viable. The largest source of methane 
emissions from active underground 
coal mines is from mine ventilation sys- 


At an underground mine 
Pre-mine 
borehole 


of mining 


After coal is extracted from a mine, a residua! by-product called “gob” gas is often still present. 
Gob gas may contain only 30 to 95 per cent methane 


cf/tonne. India has relatively large coal 
reserves (240 billion tonnes), compared 
with crude oil (728 million tonnes) and 
natural gas (850 billion cubic metres). 
While UCG technologies for ex- 
ploitation of remnant coal has been at- 
tempted only in China, recovery of 
methane from abandoned coal mines, 
popularly known as abandoned mine 
methane (AMM), is being successfully 
practiced in several other countries. The 
UK has a long history of CMM utilisa- 
tion. In the late 1700s, an English scien- 
tist drove a metal pipe into a coal seam 
and produced methane for use in his 
laboratory. This ‘well’ is considered by 
some to be the birth of the modern 
CMM/CBM industry. Since then, the 
UK has used CMM productively in vari- 





tems. Up until now, the low concentra- 
tion of ventilation air methane (VAM) 
prevented its combustion; however, 
technologies now exist to oxidise and 
utilise VAM. Coal mines in the US pro- 
duce more than 150 billion cubic feet 
(BCF) of methane each year. 

Higher extraction costs have been 
largely responsible for the decline of 
coal mining in Germany, and in Europe 
asa whole. This trend is replicated today 
in those eastern European countries 
currently applying for EU membership. 
This is producing a growing number of 
closed mines that, in turn, will increase 
the importance of recovering mine gas. 

Australia continues to be a leader in 
CMM development. Its government has 
made a strong commitment to methane 
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recovery and use by awarding $21 mil- 
lion to CMM projects through two 
rounds of solicitations. The project cap- 
tures nearly 3 million tonnes of carbon 
dioxide equivalents, making it one of 
the largest greenhouse gas reduction 
projects in Australia. The best-known 
Australian CMM project is located at the 
BHP Billiton Appin and Tower collieries 
in New South Wales. 

In Ukraine, GE Jennbacher Energy 
has announced a major CMM project in 
the Donetsk region at the Sasyadko 
Mine. The project, reported to be the 
world's largest in terms of total power 
output, will utilise 22 complete gas en- 
gine co-generation systems 
to generate 131 MW of elec- 
trical and thermal output. 

The industry is booming 
in Germany too, and CMM- 
fuelled electricity generation 
will be installed. This may 
provide some clue to Indian 
policy makers for an in- 
crease in exploitation of 
abandoned mine methane. 

In Pennsylvania, US, a 
plant has been set up to 
clean up coal waste heaps by 
extracting valuable energy 
from these waste deposits. 
The waste is being converted 
to diesel by using two proven 
processes — syngas genera- 
tion and the Fischer- Trops 
process. Coal mine waste 
contains fine coal, coal dust 
and dirt. There are more 
than 900 such piles spanning 
8,600 acres in the state. The coal-to- 
diesel proposal falls under the umbrella 
of ‘clean coal’ technologies that Presi- 
dent Bush has touted in developing a 
national energy strategy. His govern- 
ment has committed $100 million to the 
project and the state government an- 
other $47 million. The project could sell 
its diesel for $1.25 a gallon. In future, the 
plant capacity can be scaled up 10-12 
times. Such economies of scale will allow 
them to make fuel that can be sold for 
under $1 a gallon. 

Recently, a worldwide increase in 
energy prices coupled with the poten- 
tial carbon credits associated with 
CMM/CBM projects has sparked new 
interest in developing CMM/CBM pro- 
jects globally. In terms of capturing 
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" US 


Australia (leader in CMM development, began in mid-1990s) 


Ukr aine (recently announced a major CMM project) 





(a coal-to-diesel proposal is part of its national energy strategy.) 


China (largest CMM project underway since early 2002) 















Germany (CMM industry is booming) 





CMM from both active and abandoned | 


mines, the technology is available. Ulti- 


mately, it depends on the policy empha- | 
sis as to how the captured gas is then | 


dealt with. 


While there is some stirring in India | 
for efficient utilisation of coal resources, | 


India needs to emulate the methods 


practised in other countries. The good | 


news is that underground coal gasifica- 


tion, a high technology operation, is | 


proposed for experiments. This will take 


place in the country, for the first time, in | 


shallow abandoned underground 


mines in the eastern region and the | 


large deep-seated reserves in north Gu- 


jarat. The Oil & Natural Gas Corporation | 


(ONGC) has signed a memorandum of 


understanding (MoU) with NMRC, | 


Skochinsky Institute of Mining, Russia, 


leum Corporation and ONGC have 


signed MoUs for exploration and devel- | 


opment of coal bed methane and under- 
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ground coal gasification with a total esti- 
mated investment of Rs 2,300 crore over 
a 10-year period. 

The United Nations Development 
Programme is also looking at a coal bed 
methane demonstration project that 


calls for developing gas recovery pro- | 


grammes at two underground coal 
mines. Colorado-based Raven Ridge 
Resources provided an expert to the 
UNDP detailing the activities and pro- 
posed a budget. They proposed a pro- 
ject concept that would effectively cap- 
ture methane in working coal mines 
from mined-out areas, vertical wells 
drilled from the surface; the coal face, 
deep inseam drilling of long holes in 
coal and surrounding strata; and in the 
coal reserves by drilling surface bore- 


| holes before mining. Representatives of 
for collaboration in underground coal | 
gasification. The Gujarat State Petro- | 


four UK companies that specialise in 
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CBM have also evinced keen interest in | 


joint venture exploration and commer- | 


cial exploitation of methane gas in the 
Raniganj and Jharia coalfields in West 
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Bengal and Jharkhand. The firms will 
not, however, look at virgin coal mines 
as their technology is strong in the com- 
mercial extraction of methane only 
from abandoned mines.  . 

Recently, the bureau of energy effi- 
ciency (part of the ministry of power) 
announced a request for proposals to 
utilise coal mine methane, This pro- 
gramme, jointly conducted by the gov- 
ernments of India and Germany, seeks 
projects for generating electricity from 
CMM in active and abandoned coal 
mines using containerised internal 
combustion engines. 

The Bush administration i is sending 
a trade delegation to India shortly. Part 
ofthe delegations visit will be to high- 
light a system developed by CSIRO-Li- 
quatech hybrid coal and gas turbine, 
one of the world's biggest coal produc- 
ers, to generate cheaper and greener 
power. The system was developed at the 
CSIRO's Queensland Cenire for Ad- 
vanced Technologies. The system works 
by burning methane and waste coal in a 
kiln to produce hot air which is then 
passed through a specially adapted heat 
exchange unit to drive a gas turbine that 
generates the electricity. — | 

Says a CSIRO representative: “The 
major sources of coal for this system 
would be the currently underutilised 
waste coal available and the methane 
gas now escaping into the atmosphere 
from inefficient coal mines...the pro- 
posal offers an opportunity or India to 
burn much ofits waste coal in the gen- 
eration of power in regional areas.” 

The only setback for India seems to 
be in decision-making. Often, decisions 
are taken in favour of construction of 
gas-fired power stations with low fixed 
costs to give short repayment times. In 
this micro-economic calculation, po- 
tential long-term gas prices and the in- 
creasing risks of natural gas purchases 
from unstable regions are not taken into 
account (procrastination in the Indo- 
Iran Pipeline Project is a case in point). 

The coal resources that are in sub- 
stantial commercial use and advanced 
technologies for their utilisation will be 
vital factors in shaping Indias economic 
progress. A balance is necessary be- 
tween short-term imperatives and long- 
term possibilities to enable sustainable 
development. India needs to pursue 
such a strategy soon. E 
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To look at, 
Windows 
Vista is 

a delight. 
A lot 

of the 
focus 

is on 
how to 
view data 
better 





of Vista 


VEN as we speak, thousands of Win- 
dows users are racing to patch up 
another in the seemingly unending 
saga offlaws that seem to plague the 
operating system. There's news of a 
new Internet worm, ZoTob, zooming its way to- 
wards us, ready to sink its teeth into our PCs and 
do some real damage this time. Apparently, it 
will even attempt to block help from anti virus 
websites. It doesn't matter whether you're on 98, 
NE, ME, 2000 or XP — if you don't patch up, you 
run the risk of your system being hi-jacked. 

Ah well. That's all in a day's work. Amidst all 
that, however, Beta 1 — or the first trial version 
— of the next Windows has been released. 
Code-named Longhorn all this time, it's now 
called Vista — Microsoft's allusion to view or 
vision. The actual full release is still a little way 
off, perhaps end-2006, but virus makers have 
been hard at work to prepare mischief for it. 

Microsoft has long been trying to build 
architecture strong enough to withstand 
threats like ZoTob and its cousins. With Vista, 
Microsoft's pitch is: you're going to get a version 
of Windows that'll give you a new confidence in 
your PC. It says there will be advances in relia- 
bility, security, ease of deployment, perfor- 
mance and manageability that will make it easy 
to “confidently do what you want, when you 
want, and where you want”. 

Just howrobust and reliable is this operating 
system? We'll only know a considerable time af- 
ter the whole thing is launched, after experts 
have had a goat it, and after enough users expe- 
rience it. I had a look at Beta 1, which could well 











change entirely by thetime Vista goes to market. | 


Meant for developers, this version is not even 
halfway there; it can only hint to lesser mortals 
what direction the new Windows will go in. 

To look at, Windows Vista is a delight. Its in- 
terface is all glassy and full of shadows and 
transparencies. Menus are neater and glide into 
view smoothly; navigation through folders, 
and from levels of folders deep within to any- 
where you want is a breeze. You can use your 


mouse scroll button to zoom into almost every- 
thing, including file names. There's a powerful 
desktop search and a program search with new 
capabilities. And no matter where you save 
your file on the disk, you'll always see it in one 
designated place. Finding stuff will be easier 
through a system called virtual folders which 
looks for files based on a set of criteria all over 
the hard disk. A lot ofthe focus is on how to view 
data better — which is what's meant to tie in 
with the name, Vista. 

Of course, how pretty Windows looks does- 
n't makea difference eventually. It's the usability 
and functionality, and the removal of the 
dozens of annoyances that everyone's looking 
forward to. Microsoft promises that Vista will 
indeed focus on security and manageability. 
Meant to be as secure as Apple's Mac or a Linux- 
based system, it will have anti-malware and 
anti-spyware baked right into it. A two-way fire- 
wall, too. Should anything untoward happen, 
there are better tools like advance warning be- 
fore a hard drive crash, more options to tackle 
problems after error messages come up, a re- 
duction of reboots and hangs in general. There's 
supposed to be faster start up and shut down, a 
redesigned, less confusing start menu, and 
more secure user accounts and privileges. But 
none of this can really be tested yet. 

Vista will have Internet Explorer 7 with 
many features like tab browsing and better sup- 
port for handling RSS feeds that have been dri- 
ving users to adopt Firefox. It will also be de- 
signed to limit damage in case of problems, and 
aim at quick recovery. There'll be stronger diag- 
nostic tools. Faster performance with ‘rapid re- 
flexes' is another promise. Overall, it will cost 
less in support and downtime, Microsoft says. 

The next trial release of Vista is still a few 
months away as Microsoft absorbs the feed- 
back of developers and testers. But whenever it 
comes, I'd be speaking for everyone if I said that 
users are sick of bugs and their fixes, and really 
look forward to less frustrating times on PCs 
that have now become24/7companions. W 
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ELLAPPA Reddy retired from 
the Karnataka government in 
1995, and decided not to work 
for money anymore. He had a 
house, a decent pension and 
limited needs. Reddy was far 
from idle. He got plenty of offers for work 
and regularly accepted them too. He is a 
director of the National Dairy Develop- 
ment Board. He gives lectures and is of- 
ten paid an honorarium, which he gives 
away to poor children. “I have reached a 
stage in life where I am only looking for 
moral compensation,” says Reddy. 
Reddy was in the eye of a storm just 
before his retirement. As the secretary 
for environment in Karnataka, he had 
opposed the Cogentrix thermal power 
project in the Western Ghats. “I could not 
clear the project just because Deve 
Gowda asked me to do so,” he says. He 
took voluntary retirement when resis- 
tance became impossible, and tried to 
continue his work on eco-restoration 
whenever possible. He went out for long 
walks and watched plastic waste pile up. 
Reddy met Ramji Raghavan in 2002. 
Raghavan had given up a career in bank- 
ing in the US to teach science to rural 
children in India (see ‘A School In Kup- 
pam’, BW, 3 November 2003). He started 
the Agastya Foundation, which got 
some barren land near Kuppam from 
the Andhra Pradesh government. 
Agastya set up base there; its lab became 
a major attraction for schools in and 
around the district. Raghavan one day 
took Reddy to his campus and showed 
him some of the trees he had planted. 
“What do you think?” Raghavan asked 
him. “It will be a disaster,” Reddy replied. 
Agastya had planted trees like silver 
oak, which were not native to the area. 
“These trees will draw up too much 
water and destroy everything around 
them,” Reddy observed. Raghavan im- 
mediately asked his staff to remove the 
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trees and look for 
expert advice, an 
act that impressed Reddy. "It is a rare 
occasion when I give advice and some- 
body follows it immediately" said 
Reddy. "I will help you restore this area." 
Agastya did not have the money to pay 
him, but it didn't matter. Reddy set about 
his task soon after. 

Kuppam is a semi-arid district at the 
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junction of Tamil Nadu, Andhra Pradesh | 


and Karnataka. It rains there, about 
40-60 cm a year. Once in about four 
years, the amount of rainfall goes up to 
the national average of 80 cm. The land- 
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D. Subramanyam (L) of Agastya 
Foundation with ecologist 
Yellappa Reddy in Kuppam 
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scape is dotted 
with hills, large 
protuberances speckling the earth as far 
as the eye can see. The hills are bare. You 
would, however, see the ubiquitous eu- 
calyptus, which the Karnataka forestry 
department has planted all over the area 
on the way to Kuppam. 

There are those who say that Kup- 
pam was not like this in the recent 
past. Patel Nanjappa, head of a village 
near the Agastya campus, talks about 
the plundering and deforestation fifty 
years ago to satisfy the fuel needs of 
the nearby Kolar Gold Fields. Nanjappa 





says he is 90 years old, but he looks about 


80. In either case, he has been a witness | 


to the rapid destruction of Kuppam 
in the recent past, before and after India's 
independence. 

There is evidence to show that Kup- 
pam was a lush green place only a few 
hundred years ago. There was abundant 
rain here that nourished the river 
Pinakini, which now exists mostly as a 
narrow sand-bed. This river had been 
mined intensely for sand, sometimes as 
deep as 55 feet. The mining revealed the 


remains of giant trees. In September | 





buried about 300 years ago, was exca- 


vated in near-perfect condition. This 


discovery suggested that the area was 
dense with vegetation even about 300 
years ago, and that destruction of the 
forests had led to the decrease in rainfall 
and degeneration of land. 

Ramji Raghavan had been a witness 


to a major land restoration effort in his | 


Rishi Valley School in Andhra Pradesh. 
“Before I studied there, it was a barren 
piece of land. Twenty years after I left, it 
was declared as a national bird pre- 
serve," says Raghavan. The former prin- 


2004, agianttree of the species Myrtacea, | cipal of Rishi Valley, S. Balasundaram, 
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had got the land restored to pristine 
condition. Raghavan is an admirer of his 
teacher Balasundaram. He wanted to 
repeat this story in his foundations 
campus as well. 


HE Agastya campus is atop a small 

hill. Three years ago — we had seen it 
at that time — there was brown earth all 
over the hill, in between a few eucalyp- 
tuses and other small trees. There was lit- 
tle noticeable grass. The top soil had 
been washed away in many places. 
The soil that remained was hard and 


| dry. The water table in this part of Kup- 
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pam was very low; bore-wells were being 
dug deeper and deeper. The land was 
dying slowly and painfully; the death 
pangs were Clearly visible. Says Reddy: 
"It was in a terminal state when I first 
visited the area, but I knew from experi- 
ence that it could be restored to its 
former condition." 

Agastya had built a laboratory on top 
of the hill. The lab now has a telescope, 
models of the solar system, and a large 
number of simple but ingenious experi- 
ments to demonstrate various aspects 
of science. Outside is the statue of a 
cricketer, made and kept in several 
pieces far apart, but seen as a whole 
when viewed from a certain angle. Chil- 
dren come here almost everyday and 
play first in the lab and then outside 
in the garden. They are given a light 
lunch before they leave. These days 
they also visit a life sciences lab slightly 
away from the main one. This lab was 
donated by Anji Reddy who has taken 
a liking to Agastya Foundation and 
its activities. 

Not far away from 
this hill, Kuppam has 
been the site of sev- 
eral high tech activi- 
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| The grass cover in the 

| Agastya campus has grown 
| significantly after an 
increase in soil moisture 


ties. Ashok Jhunjhunwala of the Indian | 
Institute of Technology (IIT) Madras set | 


up his wireless telephony system here. 
Hewlett-Packard created an i-commu- 
nity in the town. Kuppam has also been 
the site of an experiment with the Is- 
raelis, who had built a complex network 
of underground pipes and used several 


high technology methods to practise in- | 


tensive farming. Agastya Foundation did 


not want high-tech inputs in this land. | 


Yet, it did not know precisely what to do 
till Raghavan met Yellappa Reddy. 


Reddy is no stranger to land restora- | 


tion. He has a PhD in soil chemistry. 
He was the chief conservator of forests 


in Karnataka before he became the envi- | 


ronment secretary in the state. Between 
1982 and 1987, he restored 50,000 acres 
of forestland in North Canara district. 
He repeated the work in Coorg district, 
while he was the chief conservator there. 
Compared to these, the area in Agastya 
was small, over only 100 acres. But 
he had different plans here. 

His earlier jobs in 
land restoration were 
just that: execution of 
the work assigned to 
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to do an experiment that would have sig- 
nificance well beyond Kuppam district. 
He wanted to unravel the intricate eco- 
logical webs of nature and create a sus- 
tainable model for all semi-arid regions 
in southern India. Reddy wanted to do 
things intensely in Kuppam; his aim was 
to develop a compact capsule of proto- 
cols that could be replicated elsewhere, 
in all semi-arid parts of south India. This 
was not another rendezvous with high 
technology. It was high science applied 
in the simplest of manner. 


AGHAVAN and Reddy live in Banga- 
ore. The Agastya campus is main- 
tained by D. Subramanyam, an engi- 
neering college-dropout with no further 
claims to formal training in high science 
or high technology. Yet, Subbu knows a 
thing or two about plants, nature and 
people. He could take you around the 
campus and tell you everything about 
the plants that now thrive there. "This 
plant is Terminalia arjuna; it is good for 
the heart." Or "this is called Califolium 
infolium; it is the abode of Saraswati and 
its oil is good for paralysis.” He could ex- 
plain the history of the area, its people, 
and stories of how nature was plundered 
here. He is at ease with everybody: with 
Nanjappa, with the villagers, with Reddy 
and Raghavan, with all the high-profile 
individuals who are associated with the 
Agastya Foundation. 

Subbu and Reddy noticed a few sim- 
ple things when they started. It was not 
as if grass would not grow in this area. It 
was not allowed to do so. Cattle would 
graze in the campus regularly, eating 
whatever they could, and then destroy 
more grass by trampling on it. The vil- 
lagers would cut and take away what 
was left. The first thing the duo did was 
to put an end to this practice. Cattle were 
not allowed to graze. The villagers were 
not allowed to cut the grass till it reached 
a certain size. 

The soil did not have moisture. In the 
absence of grass, rainwater would flow, 
taking the topsoil with it. So Subbu and 
Reddy created check dams — with the 
help of Jain Irrigation Systems — to re- 
strain the flow. They dug a few trenches 
to hold more water. The aim was to re- 
duce the surface flow, which takes away 
the topsoil, and increase the sub-surface 
flow. These simple interventions in- 
creased the moisture content of the soil. 
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They say that even the water levels went 
up in the nearby bore-wells, but this fact 
need not worry us for the moment. 


The impact of the interventions on | 


the landscape was breathtaking. Grass 
began to grow quickly, and with it many 
species of plants that nobody had 
noticed before. Now brown earth is 
hardly visible. The campus is filled with 
plants of all kinds, most of them of high 
medicinal value. Reddy also planted 
about 50 ‘keystone’ species at vantage 
points to increase the chances of succes- 
sion. These plants were not found in 
a radius of about 10 kilometres from 





of Agricultural Sciences will have an 
important role to play in developing 
biodiversity at the Agastya campus 
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the Agastya campus. 

Reddy followed a simple strategy; 
give nature a chance. Keep intervention 
to about 10 per cent of the area. Retain 
the genetic characteristics of the place. 
He is now phasing out the exotic species 
like eucalyptus and silver oak. Ecologists 
call eucalyptus allopatric; they do not let 
other plants growin the vicinity. Reddy is 
replacing the exotic and allopatric 
species with those known as sympatric, 
which allow other plants also to flourish 
around them. In this way, he could max- 
imise the potential of the land. He could 
also study the intricate ecological web 
that these plants —and the animals they 








Balakrishna Gowde from the University 


support — weave around themselves. 

Reddy is only two years into his ex- 
periment, but several changes are al- 
ready visible. Many butterflies are seen 
in campus, some of them not seen any- 
where else in the area. Also seen are 
some exotic birds. There are rabbits, 
snakes, lizards, spiders — Subbu some- 
times hears jackals during midday. 
There are a few anthills too, an indica- 
tion of the increasing fertility of the soil. 
The land is quickly coming back to life. 

Now the villagers are allowed to cut 
the grass everyday to a limited extent. 
These villagers are an important part of 
Reddys strategy. His plan is to de- 
velop a sustainable economic 
model as well. Yet, he does not in- 
tend to invest heavily. He will use 
minimum inputs to gain maxi- 
mum returns. 


E most fascinating thing 
about Agastya Foundation is 
the sheer variety of inputs that 
have gone into its development. 
The eco-restoration programme is 
also getting similar inputs from 
multiple individuals. Most of the 
restoration work was funded by 
the Oberoi Foundation (of Alok 
Oberoi, former partner of Gold- 
man Sachs) and the Jhunjhunwala 
Foundation (of stock market inves- 
tor Rakesh Jhunjhunwala). Jain 
Irrigation Systems worked on the 
trenches and the check dams. 


in research as well. Several profes- 
sors from the University of Agricul- 
tural Sciences (UAS) in Bangalore 
are helping on various aspects of 
its development. Among them are 
botanists, entomologists, ornithologists, 
apiculturists and other experts. 
Balakrishna Gowde, professor at the 
university, had been going to the cam- 
pus at regular intervals. Gowde main- 
tains a bio-resource park (with the help 
of the department of biotechnology) 
about 30 km from Bangalore, and is 
deeply interested in biodiversity. One of 
his students will soon start living on the 
Agastya campus. Gowde has studied the 
botanical history of the area and is con- 
vinced that there were abundant rains 
and a dense forest in Kuppam district. 
He and his colleagues plan to work 
closely with Reddy to restore the area. 
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There are significant contributions | 
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Their plans are fairly well laid out. 
Reddy, the quintessential ecologist, con- 
stantly talks about increasing the solar 
energy conversion into biomass. Cur- 
rently, only about 10 per cent of the en- 
ergy absorbed is converted (most of it is 
reflected); he wants to first increase it to 
30 per cent and then, if possible, to as 


high as 60 per cent. This would mean 


| maintaining several species at several 


canopy levels; tubers, grass, crawlers, 
small plants, large trees — Reddy wants 
to increase the economic value of the 
place as much as possible. 

For example, he is toying with the 
idea of developing apiculture. N.S. Bhatt, 
professor and apiculturist at UAS, would 
help him here. The campus is not ready 
for the bees, though. It needs a constant 
supply of flowers as well as periodic 
bursts of flowering. But Bhatt thinks this 
state is attainable. The campus has 
the capacity to maintain 50 bee colonies, 
each of which could generate 10 kilos 
of honey in a year. 

Grass, food crops, honey, health 
drinks, medicine, natural dyes... For 
Reddy the potential of the land is very 
high. It will take the Agastya campus at 
least another five years to approach its 
full potential. It will also become a place 
where children learn about ecology and 
the environment. It is the ultimate lab, 
where all the experiments are done by 
nature. Yet, for Reddy, this is an experi- 
ment that he plans to replicate on a big- 
ger scale elsewhere, if given a chance. 

He is talking to officials in the Kar- 
nataka government to start a project 
near Bangalore, on a 14,000-acre forest 


| in Chikabalapur. Reddy is fascinated 


by descriptions of forests in the ancient 


Scripts, particularly in Ramayana. 


"Those were forests that could satisfy 
every need of a human being," 
he says. "You can go in there taking noth- 


| ing with you and live there for as long 





as you want." 

He would use the Agastya experi- 
ment to understand the principles and 
replicate this on a 1,000-acre plot in 
Chikabalapur, if the government gives 
him a chance. Reddy is working hard on 
the structure of this forest. It would have 
caves, springs, fruit-bearing trees, nuts, 
medicinal and aromatic plants... You 
could go and live there for à few weeks 
and come back rejuvenated. It would be 
anovel form ofeco-tourism. id 
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Nirvik Singh 
President, Southeast Asia 
Grey Global Group 


I’m reading Lance Armstrong's IT'S 
NOT ABOUT THE BIKE. It was a gift, 
but I would have picked it up anyway 
because I had heard a lot about the 
book. What I'm really enjoying about 
itis the focused way with which Arm- 
strong managed his racing career 
and the fight against cancer. I would 
definitely recommend it, as it shows 
you that nothing is impossible in life 
if you are positive, willing to work 
hard, and willing to fight for it. 

Iove reading, so I pick up any- 
thing good that comes my way. 
Sometimes I buy a book because ofa 
good review, otherwise from brows- 
ing at airport bookstores. Most of my 
reading is done on long flights and 
before I go to sleep. m 


ALERT 
Sadak Chhaap 


By Meher Pestonji 
(Penguin Books) 





IF you found Salaam 
Bombay haunting and 
could not sleep for 
nights thinking of poor 
Chaipu's plight, then 
Pestonjis evocatively 
written Sadak Chhaap 
is yet another grim re- 
minder of the seedy underbelly of 
Mumbai. This story takes you 
through the life of ten-year old 
Rahul, a typical streetkid in Mum- 
bai, who finds himself falling into 
the vortex of drugs, crime, abuse 
and loneliness. It's a sensitively 
told story — no undue melodrama, 
just a realistic portrayal. iz] 
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TEVE Jobs, the CEO of Apple, 
recently made an impas- 
sioned speech at Stanford. He | 
spoke of his unwed mother 
and the anguish she went | 
through; the determination 
his foster parents exhibited in sending | 
him to college; the boredom 
he felt six months down 
the line and his subse- 
quent decision to drop 
out; the long treks he 
made to a Hare Krishna 
temple that offered free 
food; the calligraphy 
classes he took and the 
profound impact it had 
on how the Macintosh 
was eventually de- 
signed; his exit from Ap- 
ple and the return to glory with 

Pixar; his glorious comeback to Apple— | 
and death. “No one wants to die,” he | 
said. “Even people who want to go to 
heaven don't want to die to get there.” 

His speech conveys the image that | 
he is a deeply philosophical human be- 
ing, acutely sensitive to the needs of the 
world and those around him. It's an im- 
age, Steve Jobs, past master in the art of 
PR, has perfected. The fighter. The 





SELECTION 


A lecture on 
leadership 


O why do well-intentioned leader- 
S efforts fail? Leadership And 

The Art Of Change aims to offer a 
practical guide to organisational trans- 
formation. The main theme put forth by 
Lee Roy Beach, a B-school teacher and 
author of six books, is that leadership is 
about change, not arbitrary change. 

The author obviously knows busi- 

ness well, and he shows off in the seven 
neatly divided chapters. A well-re- 
searched management book, it does 
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comeback kid. The visionary. The rebel. 
The incurable romantic. The geek. Mr 
Perfect. In fact, legendary tales exist of 
how, as a youngster, when he was still 
struggling with Apple, he fought hard 
and convinced one of the most expen- 
sive PR companies in the world to work 
with his start-up — in spite of their re- 
luctance to take him on. 

But there is a dark 


ICON-STEVE JOBS 
The Greatest Second 

Act In The History Of 
Business 

By Jeffrey S. Young and 
William L. Simon 

John Wiley & Sons 


L| t pad a F : 4 y)" 
Pages: 359; pride: S24.95 
LI i 


S. YOUNG 


side to Steve Jobs that he 
has assiduously worked at keeping out 
of the public eye: one of a ruthlessly 
ambitious man who would sacrifice a 
friend at the altar of higher profits. A 
man so insensitive that he could ignore 
a pregnant girlfriend living in penury 
when he was rolling in a few million 
dollars of stock options. A man with a 
vicious temper who would take on the 
media if they wrote anything remotely 


offer solid practical advice for both 
“students as well as practitioners of 
management change". 

However, the writing style is pedan- 
tic and Beach fails to connect with the 
reader. Some sections simply needed a 
good editor, as they contain needless 
repetition. As the book progresses, the 


LEADERSHIP 
AND THE ART 
OF CHANGE 


E 
Art of Change 


A Pracacat code | Organizations: Bavshenetion 


Lee Roy Beach 


Princeton Press 


Pages: 180; 
| price: $34.95 
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— unflattering about him. 

This book was his latest victim. A few 
weeks ago, he threatened the authors 
with libel and tried a variety of tricks to 
get it off the shelves. Nobody quite 
knows why. Perhapsit had to do with the 
innuendo built into the title. Were the 
authors suggesting that Jobs is an icon? 


.. Orwerethey insinuating that hes a con- 


—— man? Perhaps it was just a brilliant sub- 
> editor having fun. Jobs’ wrath, for what- 
. ever reason, was unnecessary. The book 
isan incompetent one. 

Some people have suggested that 
this whole incident was just a publicity 
stunt orchestrated by Jobs himself to 
create interest in the book. If that is in- 
deed the case, it was brilliant. Incompe- 
tent books need a leg up. 

After reading it, though, my guess is 
this wasn’t a stunt. For one, the book 
contains regurgitated information. No 
new insights are offered. All the anec- 
dotes described in the book are av- 
ailable in the public domain — either 
as books printed earlier or on the In- 
ternet. In fact, iCon draws extensi- 
vely on already-published material 
from various sources like Michael 
Moritz , the legendary venture capitalist 
who started out as a journalist with 
Time magazine. 

Incidentally, a cover story published 


Mr se of management jargon increases. 


: oe all dealt following in some detail, The - 
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JEFFREY S. YOUNG, one of the founding 
editors of MacWorld magazine, is the 
author of the unauthorised biography, 
Steve Jobs: The Journey Is The Reward. 
He has worked with several newspapers 
and journals, among them Forbes. He is 
also the co-founder of Forbes.com 


WILLIAM L. SIMON is co-author of Kevin 
Mitnick's books, The Art of Deceptions 
and The Art of Intrusion. He has also 
nndis more than 20 Po. 


by the magazine in 1982 first put ee 


then, Jobs has consistently refused 
to cooperate with any writer attemp- 
ting to profile him — including the 
authors of iCon. 

Drawing from other sources is one 
thing, but plagiarism is another. This 
book comes under attack on this count 
too. Alan Deutschman, author of an 
earlier book on Jobs, wrote a damning 
article in the San Francisco Chronicle, 
a USnewspaper, accusing the authors 
of lifting unabashedly from his book. 
Consider, for instance, this snippet 
from Deutschmans The Second Coming 
Of Steve Jobs: 


“Then he gestured toward the color | 


monitor, which was showing a demon- 
stration of Pixar's graphics software, 
the magical tool that Steve wanted to 
give the world. 


-chapter on organisational culture reads -| and 
. better than most, and goes along way- | Wh 
dn explaining t the failure of certain care- YÖ! 


-fully planned change initiatives.  . 
xm Experienced managers with: a bit of 
right enjoy this book, but it ‘Ss. 
| oe student would. have the 


.| Books) looks a ne of the latest find- E 
.| ings in sciences like neurobiology, 
| physics and genetics to discern howe our 


a -| brains perceive reality. 
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“Not surprisngly, Weiner comes to. 
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| verdict avoidable. 


| nounced. 
dark side into the public gaze. Since | 
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“This is art, Jeffrey said. T own ani- 
mation, and nobody's going to get it His 
voice was fierce and intimidating and 
commanding. It's as if someone comes to 
date my daughter. I have a shotgun. If 
someone tries to take this away, PU blow 
his balls off" 

The authors of iCon describe the 
same event in an eerily similar manner 

.. Then Katzenberg gestured to the 
color machine. ‘This is art, he an- 
q own animation,’ he 
growled. And nobody's going to get it. 
Then he capped his speech with lan- 
guage that seared: ‘It's as if someone 
comes to date my daughter. I have ashot- 
gun. If someone tries to take [animation] 
away, I'll blow his balls off. 

it doesn't deliver on what the title 
promises either, which touts Jobs res- 
urgence as the greatest second act in 
the history of business. If that is so, 


| then what's the greatest first act? Did I 


miss something? 

What it contains instead are anec- 
dotes like Jobs turning to vegetarianism 
— not because he believes in its 
philosophical virtues, but because he 
thought it would cure him of his body 
odour. Or that when he’s stressed, he 
flushes the toilet with his foot inside. 
Gossip? Yes. Business insight? No. 1 ie 
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The Great Place to Work* Seminar Series. 
Changing the way you look at workplaces. 





Businessworld with Grow Talent Co. Ltd. and Great Place to Work? Institute Inc. bring to you the 
Great Place to Work? Seminar Series 2005 - A learning forum that gets together the winning 
companies of the Great Place to Work® survey 2004. The employee- -centered survey has a heritage 
of being conducted for over two decades across 23 countries. The seminar provides you the platform 
to interact with CEOs and HR heads of the Top 25 Great Places to Work® in India and share your 
e your Srganissdon a Great Place to Work in, as well. 






experiences. Look at it as an opportunity to 





—— —— n RE RR 


Presentation by Grow Talent 





Presentation byBusinessworld i 
Focus Group Discussions Qu e 
i Panel Discussions 
Keynote address by Chief Guest , 
Award ceremony to felicitate winners of the | Date and Venue: 
Great Place to Work? 2004 survey s 
Bangalore: 24th August 2005, Wednesday; 
Facilitators: Each Focus Group Discussion will | Taj Residency 
. have facilitators from the Top 25 Great Places to Work? | ! New Delhi: 26th August 2005, Fri iday; 
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oil prices in a word, it would be labour-intensive. It 

seems that Mani Shankar Aiyar is always on the 

point of running somewhere in pursuit of prices — 

going to see the prime minister, going to a cabinet 
meeting, meeting Leftist leaders, or talking to the press 
about any or all of the above. And he labours by no means 
alone; he makes everyone whom he meets sweat too. That 
is alot of steam being expended over a single policy issue. 
And the outcome is usually nil: most of the time, nothing 
happens to the prices, and when it does, it is a fraction of 
what needs to be done. 

For despite the price increases, the government has al- 
lowed prices to fall so far behind costs that the oil compa- 
nies made losses in the second 
quarter of 2005. That is a dubi- 
ous first. For the price ONGC 
gets for its domestically pro- 
duced oil is so much higher 
than cost that it requires genius 
for it to make a loss. And the re- 
fineries receive such high pro- 
tection on value added that 
they have much fat to shed be- 
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yet the government has man- 
aged to liquidate their margins. 

All the companies— except 
a couple — have shares in the 
market, and have been 
favourites of investors for their 
high profits and low risk. What 
the investors had ignored, or 
forgotten about, was political 
risk. Now they have been rudely reminded of it, and 
they will not forget in a hurry. Government oil com- 
panies will be severely marked down. As long as the 
communists have anything to do with it, it is unlikely 


Huffins nd puffin: : 


F one had to describe the government's policy on | 


All that the government's 
labours have yielded is an 
impractical and unsustainable 

oil price policy 


í 


that the oil companies will be allowed to raise risk capital | 


in the market. But if they ever are, investors will remember | 


their owner and extract a pound for the government's un- | 


reliability as the majority investor. 


That risk would disappear if the government priva- | 


tised the companies; but a Congress-led government is 
unlikely ever to do that, and if ever it has such unholy 
thoughts, the communists will stop it in its tracks. 


companies autonomy. If it did, the oil companies are | 
likely to raise prices to landed cost. The government could | 
bring down landed cost to the cost of imports by eliminat- | 


ing customs duties. Apart from bringing down prices, that 
would force the oil companies to become internationally 
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competitive. If there is to be any taxation, it should be tax- 
ation of consumption in the form of value added tax. 
This would be the ideal policy in the present political 
circumstances; the government should make an effort to 
convince its communist allies that it is. Only they think 
that oil products are for the poor. Countries where per- 
sonal vehicle ownership is far higher and oil products are 
more of mass consumption goods extract huge revenues 
out of oil taxation. In this country, where personal vehi- 
clesare still forthe few and where roads are getting impos- 
sibly congested, the case for taxing oil consumption is all 
the greater. The only exception may be kerosene. But the 
kerosene subsidy is misdirected to a considerable extent; 
much of it goes to those who adulterate diesel oil. 
Perhaps for that very rea- 
son, the subsidies find strong 
defenders amongst politicians, 
and are difficult to remove. 
Even then, the government 
should work out a way of limit- 
ing oil subsidies. One way of 
doing this would be to leave oil 
companies free to fix prices, 
but to impose a negative tax on 
kerosene. Subsidies would 
come then out of the general 
budget and would be subject 
to budgetary discipline. 
However, that is likely to be 
unwelcome to the finance 
ministry. Fiscal balance is al- 
ready severely strained by the 
expensive rural employment 
guarantee scheme: in the cir- 
cumstances, Mr P. Chidambaram is unlikely to coun- 
tenance another open-ended drain of money. 
In those circumstances, the government may have 
no alternative to cross-subsidies akin to whatis in place 
just now. But even ifit is left with no other option, it is nec- 
essary to make an estimate of the oil companies’ Capacity 
to give cross-subsidies and to make sure it is not exceeded. 
The subsidies will probably go further if their adminis- 
tration is left to the oil companies. On the basis of their ca- 
pacity to cross-subsidise and the likely annua) consump- 
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_ tion, it would be possible to work out approximate per 
_ litre subsidies. These subsidies should be calculated and 

Short of privatisation, the best thing the government | 
could do to eliminate political risk would be to give the oil | 





then kept unchanged for a year at a time. During the year, 
oil companies should be free to fix product prices and to 
vary them in response to changes in import prices. At a 
time when there is a world shortage and prices are rising 
month by month, nothing else is workable. If the govern- 
ment continues its ineffectual huffing and puffing, it will 
drive all its oil companies bankrupt. i 
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One of the ten paradises of the world 





by at 10 kmph. No pollution. No horns. No gas statior 


Delightful Fleets of ducks. Flocks 
| fresh from the net. Pearlspot. Prawns. Mussels 
Houseboats for terbeds. Park where you please 
Faithful ke birds. Pelicans. Cormorants. Egrets 
Forty-four rivers endlessly. No speed breakers. No 
Kerala. 


info@keralatourisn 
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* GeoEngineering & GIS * Engineering & Design for Power, Process, Refinery & Petrochemicals * Mechanical Design & PLM * Internet and eBusiness * 


Enriching Intellectual Capital. Enhancing Brand Equity. 


Rolta pioneered CAD/CAM/GIS solutions in India and as customer requirements evolved, 
Rolta's solutions too transformed from being primarily R&D, engineering and design driven, to 
enterprise-wide comprehensive projects, integrated across business processes. 


These large, high-value requirements de-risk the Company by building a progressively healthy 
bottom line and also enable Rolta to constantly add value to its customer base while continuously 
focusing on core competencies. 


Rolta's pioneering advantage has been reinforced through aggressive investments in people, 
technology, R&D and infrastructure resulting in a formidable critical mass of intellectual capital 
in the GeoSpatial, Engineering Design and eSolutions businesses, positioning the Company 
far ahead of competition. 


These Rolta businesses are marked by a high entry barrier and are not “me-too” in character. 
The intelligent utilisation of the knowledge acquired in one business is extended by the Company 
for the creation of new synergistic businesses and its emergence as a leader in each of them. 


The visible strengths on Rolta's balance sheet continue to be attractive; however, the strengths 
that lie outside of it are just about as formidable. One of industry's best employers, Rolta takes 
pride in the skills and expertise of its motivated people. The Rolta brand communicates clearly 
the value associated with Rolta's product and services. The Company's HR & Brand have been 
valued at Rs. 27, 840 million & Rs. 11,097 million, respectively for the year 2003-2004. 


Rolta's business model focuses on the delivery of products and services at the high end of the 
value chain. The Company's forte has been its capability to obtain learnings from one business 
and construct another. Rolta's businesses represent stable prospects for the long-term, and are 
an excellent insurance against short-term downtrends and industry aberrations. Which is what 
you'd expect from a truly world-class company. 


> India's Number 1 CAD/CAM/GIS solutions provider o 
» Amongst the world's top AM/FM/GIS & Photogrammetry services providers 

















> Leading provider of Plant Design Automation Solutions in India, and preferred partner for providing 
Plant Engineering Design services globally to international giants like The Dow Chemical Company 








> Joint Venture established with Stone & Webster Inc, USA, one of the world’s foremost engineering 
companies for addressing la large projects, in segments like power, petrochemical, refinery and others 

» One of the top-three Premier Global Service Partners of Computer or Associates worldwide, for for IT 
_ Services in the areas of Enterprise Management, Security, S/W Development & Testing 

> - Strong business partnerships with international technology leaders - Intergraph, Z/I Imaging, PTC, 
IBM, Microsoft, Oracle and others 

> Worldwide presence with over 3000 professionals, and state-of-the-art infrastructure including global 
connectivity and software development centers in India & USA 

» Subsidiaries in USA, Canada, UK, Germany, Netherlands, Saudi Arabia, Middle East and a network 
of over 15 full-fledged offices in India 

> Top quality certifications such as ISO 9001:2000, SEI CMM Level 5, BS 7799, BS 15000 

> A leading Public Company with over 1,30,000 shareholders, profitable and consistently paying 
dividends since IPO in 1990 

> Ranked by Forbes Global for three years in a row (2001, 2002, 2003) amongst the 200 Best 
Companies in the world (Sales upto US $ 1 billion), only eighteen such companies worldwide 









































» Impressive lis of domestic and International Customers, such as: Saudi Telecom, British Telecom, 
National Grid, Verizon, Sodexho, Cingular, Shell, Technip, EDS Medical, US Army, ONGC, IOCL, 
L&T, Reliance, Indiana Supreme Court, Telus, Bechtel, Aramco, Phillips Medical, HSBC, Master 
Card, Bear Stearns & Co, Indian Defence, EIL, BHEL, BSNL, Tata Chemicals, Pollution Control 
Boards, NRSA and many others 
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Managing Technology...Maximising Value 
Rolta India Limited, Rolta Technology Park, MIDC - Marol, Andheri (East), Mumbai - 400 093. Tel.: 022 - 2832 6666 www.rolta.com 


Inviting candidates 
with minimum 
2 YEARS WORK 
EXPERIENCE for a 
1 YEAR MBA PROGRAMME 
that will change your career path 








Management experts are unanimous that an MBA programme delivers maximum value if done after a couple of years experience, 
as the student can then relate the theories to real life experiences for an in-depth understanding. TASMAC is perhaps the only 
institute in India that insists on a minimum of 2 years work experience as an eligibility criterion. Thus you become a part of a 
group working at the same frequency creating a stimulating learning ambience. 
The intensive one year MBA at TASMAC promises to be the 
most satisfying and rewarding experience of your life. 


OM TASMAC, Pune, Bangalore & Kolkata get globally recognized British Management Degrees validated by 
UNIVERSITY OF WALES, UK. 





| e Students are registered with University of Wales, the second largest and 
à MBA | one of the four federal Universities in the UK. 
ime e Degrees awarded by University of Wales, UK. 
bel MASTER OF BUSINESS ADMINISTRATION e Programmes are intensive in nature, and hence of shorter duration. 


(ONE YEAR - FULL TIME) (TWO YEAR - PART TIME) 
X n The MBA programme is supplemented with a unique managerial skills 
Specialisations : Finance, Marketing, Human Resource : development programme, led Pathways to SM. ^M 


Management, Information Management & Internati e An overwhelming response from the industry for placements. Past 
Eligibility : Graduation with 2 years relevant work Students are well placed in reputed companies with salaries. 


. experience or Non-Groduates over 25 years of "d with 2 years ^ e Fees much lower compared to similar programmes in UK. In addition, 





relevant work experience students save on travel, accommodation and other expenses. 
The Master of Science Programme in Information Systems is designed to prepare 
MSc Vae to meet the demand of designing and developing software-intensive 
i ti : 
INFORMATION SYSTEMS i ormaton systems 


Eligibility : A good bachelor's degree from a recognised University OR Non- 

Graduates over the age of 25 years who can demonstrate relevant and appropriate 

(Pune & Bangalore campus only) Prior learning experience (minimum of 2 years) that would enable them to 
. contribute to and benefit from the programme. 


Duration : 1 Year 





e TASMAC is ranked A* by Business India in their report on India's B schools, placing it in the top bracket 


e TASMAC is the first institution outside Europe and the only institute in India to be accredited and 
recognised by the British Accreditation Council, UK. 


ERE. Mr e TASMAC is India's first ISO 9001:2000 certified management institute 
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TRAINING & ADVANCED STUDIES 
TIAISIMIAIC IN MANAGEMENT AND COMMUNICATIONS LTD. 


www.tasmac.ac.in/wales 





Corporate Office and Pune Campus : Bangalore Campus : Kolkata Campus : 
TASMAC House, TASMAC Road, TASMAC House, 7/6, Bull Temple Road, TASMAC House, 27, GN Block, 
Viman Nagar, Pune - 411 014 (India). Basavangudi, Bangalore - 560 004. MM poda y ; 
Tel. : +91 020 5600387 1/56003872/26632456/ Tel. : +91 080 26606942/26600716/26600717/ Tel. : +91 033 23572551/52/53 - 
26632893/56263534, Fax : +91 020 56001431 51506630, Fax: +91 080 26606943 Fax : +91 033 23572554 
E-mail: wales@tasmac.ac.in E-Mail: bangalore@tasmac.ac.in E-Mail : kolkata@tasmac.ac.in 


BRANCH OFFICES - Pune : C2, Shardaram Park, 37/37A, Sassoon Road, Near Jehangir Nursing Home, Pune - 411 001 (India). 
Tel. : +91 020 26127289/26136589/26130423, Fax : +91 020 26124279. Mumbai : 2/22, Tardeo A. C. Market, Tardeo, Mumbai - 400 034. 
Tel. : +91 022 23516430/23513656. E-Mail : mumbai@tasmac.ac.in Hyderabad : 102, Ashoka Plaza, 1st Floor, Masab Tank, Hyderabad - 500 028. 
Tel. : +91 040 55662724 / 5. E-Mail : hyderabad@tasmac.ac.in Kolkata : 56B, Ritchie Road, Near St. Lawrence High School, Opp. Maddox Square, 
Kolkata - 700 019. Tel. : +91 033 24850201/24850202, Fax : +91 033 24861507. E-Mail : kolkata@tasmac.ac.in Guwahati : 2nd Floor, Chancellor Commercial 
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Q It's true that this time, the 
real estate boom is fuelled by 
end users more then 
investors (“Building Up, BW, 
22 August). But I believe the 
steep increase in prices is 
mostly due to a cartel of a 
few key developers who have 


bought up all the available land. Your article should 





have examined the size of big developers’ land holdings. 


Nitin Akashe, posted on BW wesbite 


IF YOU BUILD IT... 
The real estate industry may be 
experiencing a boom now, but it will 
have to change if it wants to keep up 
with the modernisation of India. For 
one, builders should use pre-fabricated 
houses instead of reinforced concrete 
buildings, as they are faster to build 
and their quality is easier to control. 
Bringing a little more profession- 
alism and market research into the 
business would help it modernise as 
well. And builders should do us all a 
service and keep disaster contingency 
plans in mind when they conceptualise 
any development. 
Priyank Parakh, posted on BW website 


COMMUNISM IN GURGAON 

The situation at the Honda Motors 
plant in Gurgaon is not as grave as was 
depicted in your edit (‘The Red 
Spectre, BW, 15 August). Kolkata trade 
unionism cannot take root in Gurgaon 
— there is simply too many cultural 
differences between the cities. Gurgaon 
has seen far too much success with 
new economy businesses to let them 
slip away. Let's keep it that way. 

Sunil Bhat, posted on BW website 





THE REAL CULPRITS? 

Mumbai is suffering, but we only have 
ourselves to blame (‘Bombay Blues, 
BW, 15 August). Though our politicians 
are corrupt. were the ones who choose 
to live in filth and encroach upon river 
banks out of greed. We, not the gover- 


| nment, block our own sewers. Let us 








plant trees, move away from the rivers 
and rebuild the city. 
Sukrita, Mumbai 


A CASE FULL OF PRAISE 

I feel I am in the same state of trans- 
ition that many Indians are in — mov- 
ing from having decisions made for me 
to making them myself. After reading 
‘The Fast Vanishing Past’ (BW, 22 Aug- 


| ust), I realised that using my corporate 


success to help my native village will be 
a tough task, but an admirable one. 
Satish Komatlapalli, via email 


CORRIGENDA 
The news article ‘Ranbaxy Sets Up 
Third R&D Facility’ (BW, 29 August) 
incorrectly stated the promoters’ 
shareholding in Ranbaxy as 32 per 
cent. The correct figure is 35.1 per cent. 
Bi In ‘The Power Of Inclusion’ (BW, 
22 August), Netscape Navigator 
was incorrectly identified as 
Internet Explorer. Also, Dr Devi 
Shetty’s hospital was incorrectly 
named as Narayana Mudralaya. 
The correct name of the hospital 
is Narayana Hrudayalaya. 
We regret the errors. 


R.N.I.No. 39847/ 81 





Write in at 
editor@bworldmail.com 
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this issue 


Action In 
Media 


Year 2005 has seen 30 deals in the 
media and entertainment sector so 
far. Films, publishing, broadcasting, 
radio and other media companies are 
in hush-hush negotiations with 
investment bankers or doing road 
shows for their IPOs. Quite simply, the 
Rs 1,700 crore coming into the sector 
promises to change and reorganise it 
forever. How is this bout of excitement 
different from that of 2000? And what 


Anil Ambani (clockwise), Manmohan Shetty, Shobhana Bhartia and — Will all the changes mean for the 
Ajay Bijli are cashing in on the boom in the M&E sector. consumer? 











Ore Export Policy Financial WMDs 





The R.K. Dang committee's pro- | Thats what Warren Buffett calls them. Now, more and more 
posal to cap ore exports should | Indian companies — especially small ones — are getting into 
come as a relief to the domestic _ iL And there is no clear data on the exposure they are taking. 
steel players. But it puts off the , Foreign exchange derivatives in India are just a time bomb. 
mining industry a chunk of whose À 

revenues comes from exports. | I-flex Oracle's ac- 


| quisition ofa controlling 
stake has taken the In- 
FIIS After the Japanese, it's the Koreans and the dian firm to the global 
Malaysians. The flow of FII money into India continues. | high table. Will i-flex be 
able to hold its own? 


ple EX « More ore for Indian players? 


Judiciary versus Legislature The Chief Jus- 


! Pm Rajesh Hukku, i-flex: » 
tices outburst may not do the judiciary any good. 


His task just got bigger 





Water will the increasing controversy on the lack of Infotech The tsunami and the floods have been 


transparency kill an ambitious project? good for one business: continuity and recovery services. 


Company Boards There isa clear disconnect be- Aviation Club One Air offers its clients a time-share 
tween Sebi and the government on the amended Clause 49. on private jets. How does the model work? 


DIICIM!'I;OCOtarZz nt n 
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52! Hospitality Leela 7" When media makes news 








is the only hotel group in 

India focused exclusively 

on the luxury segment. That HERE are two developments playing out in the 
comes with several risks. media industry today. On the one side, there is a 
Can the group, which is just heavy-handed government trying to put 
coming out of deep debts, roadblocks of all kinds in the way of the 

bear the burden? industry, from forcing private broadcasters to 


India's costliest hotel rooms may get even costlier « | Share their feed with the public broadcaster to keeping 


56 Healthcare Why should hospitals link doctors’ fees foreign competition out. On the other hand, the industry 


to what they charge for the patient's room? itself is making new investments like never before. 


Newspaper publishers are barging into each other's territory 


SNL iy t= EE IE c a mS 


70 Bookmark Cana strategist do nothing but good 
and make everybody happy? In The Master Strategist, Ketan J. 
Patel of Goldman Sachs claims it is possible. 


in the search for national dominance, television channel 
owners are looking at new forms of delivery such as DTH, 
multiplex owners are opening national chains, and telecom 
operators are looking at new ways of delivering film 


COMMENT entertainment to their i | 
customers. And there is plenty Busines SW orl d 
22 Ashok V. Desai Stock prices reflect 


of investor money flowing in to 
investors’ judgement on the economy's future. | fuel these ambitions. 


Officials’ judgement cannot improve upon it. Amidst all this, the 











information and broadcasting 

ministry of the UPA government 
is making the wrong call. What it 
needs to be focused on is how to 





ECONISHAD 


30 Niranjan Rajadhyaksha On why 
China could continue attracting more global 
capital than India despite offering lower returns. 





make the most of the current 





mood of optimism — which is 


ARBOR MENTIS partly the result of the NDA 


68 Subroto Bagchi A great vision feeds government's move to allow foreign investment in the sector. 
ona network of supporting visions. It is acted Instead, what the ministry seems to be doing is nursing a 


upon with a sense of immediacy too. peculiar kind of paranoia and parochialism. Paranoia that 








Indian media will not be able to hold its own against 





4 FEEDBACK | competition, and parochialism that makes protecting 
59 CASE STUDY | inefficient public broadcasters a higher priority than the 
74 BW OPINION development of the industry itself. 





re RN PT As associate editor Vanita Kohli-Khandekar points out in 
Cover Design: Jyoti Thapa Mani 

‘Love Is...’ : Credited By Tribune Media Services 
Imaging: Anthony Lawrence 


| the cover story, three things are driving the expansion: new 
media infrastructure such as DTH, digital theatres and 





multiplex chains; the desire for national dominance on the 
ILLLGEeE DHAWUWL"HEILBQOGSEEEESÁEOeA^UBÁÁESEEESSEEBUMÁUUEOEO09999999 4, art of leading media groups; and the enlargement of the 
Web Exclusives | organised sector. Underlying all these is, of course, the 
realisation that India’s growth rate and demographics suggest 





A Fine Print: How to secure corporate data in a 


y | an explosion in demand. “We could be looking at a very 
legislative vacuum. 









different mediascape a few years from now,” says Vanita. 
A Wave Length: P. Hari on how we can prepare to re- 
duce the impact of climate change on the monsoon. 









A Stock Sense: The party at the bourses got over. Will all 
the merry-making lead to a hangover? Or, can the J O S 
party recapture its spirits? 
WT  www.businessworldindia.com 
-— — —— TONY JOSEPH, EDITOR 
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THE STOCKMARKETS 


Enter Korean, 
Malaysian Fils 
ting on the Indian mar- 


M kets upswing. After the 


Japanese, the next to pitch tent 
here are Malaysian and South Ko- 
rean institutional investors. 

The largest among them is the 
Malaysian government's invest- 
ment agency, Khazanah Nasional. 
It is said to have formed a team to 
identify Indian as well as cross-bor- 
der investment opportunities. 

On 3 August 2005, Khazanah 
bought 13.2 per cent of India's 
largest private hospital group, 
Apollo Hospitals Enterprise, for 
$44.23 million. Meanwhile, back 
home, it is reducing its stake in 
some government-linked compa- 
nies like Telekom Malaysia (TM). 
Though TM failed to get a stake in 
India's Idea Cellular in a partner- 
ship with Singapore's ST Teleme- 
dia, investment bankers say it has 
not given up on the Indian market. 

An investment banker says 
agencies like Khazanah are enter- 
ing India because “a presence in 
the regional markets is needed as 
growth in some domestic sectors 
becomes saturated". 

That partly explains why 
Malaysia is investing in infrastruc- 
ture projects in India. Malaysia Air- 
ports Holding has 11 per cent 
stake in the Rs 1,760-crore ($404 
million) international airport project 
in Hyderabad. 

Then, between March and July 
this year, two South Korea-based 
Flis, Mirae Asset Investment Com- 
pany and PCA Securities Investment 
Trust Management, have registered 
with the Securities & Exchange 
Board of India (Sebi). Says a Sebi 
Official: “There is a trend of new Flis 
with deep pockets coming into In- 
dia. We are even getting queries 
from those who earlier could not 
place India on the map!" E 

GARGI BANERJEE 


ORE Asian funds are bet- 





GOUTAM ROY 





said that only Minerals & Met- 
als Trading Corporation 


(MMTC) and National Mineral | 


Development Corporation (NMDC) 


should be allowed to export iron ore | 


HE R.K. Dang Committee has | 


lumps of 61 per cent or more ore con- | 


tent. For companies already sourcing | 
such ore through long-term contracts, | 


the committee set up by the Union steel 


amount they are allowed to extract 
should be reduced progressively. 


ore fines of 64 per cent should be 
phased out by March 2006. The draft 


MINING POLICY/ORE EXPORTS 





cent iron ore be put on the Open Gen- 
eral Licence scheme and reviewed in 


. 2010-2011. The draft also says that cap- 


tive mines should only be given to units 
with a minimum annual capacity of 2 
million tonnes or investment of Rs 5,000 
crore if itis a greenfield project by an In- 
dian company. 

The committee was originally set up 


| to look into how preferential mining 
ministry in May, says the maximum | 





concessions — for iron ore, chrome ore 


| and manganese — should be granted. 

_ These are embodied in Article 11(5) of 
It goes on to say that exports ofiron | 
| Regulation Act (MMDR Act). This article 


recommendation is that export of | 
lumps and fines with less than 61 per | 


the Mines & Minerals Development & 


also deals with the rights of states to 
grant a lease to a party that was not first 
in line. The specific aspects to be stud- 





EMPLOYMENT GUARANTEE BILL 


Still no cure 
for poverty 


FTERalot of hot air and numer- 

ous drafts, the National Rural 

Employment Guarantee Bill 
was finally laid before Parliament last 
week. The bill aims to guarantee 100 
days of wage employment at a mini- 
mum of Rs 60 a day. States have to pay 
an unemployment allowance to anyone 
who cannot be given work. The pro- 
gramme will be implemented in 200 
districts initially and across the remain- 
ing districts of the country in the next 
five years. The schemes5 supporters say 
it will be a big step towards reducing 
rural poverty while its detractors claim 
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HEMANT MISHRA 


it will wreck the country's finances. 

According to the Bill itself, the total 
cost of extending this scheme across 
the country is around Rs 38,600 crore. 
This is around 25 per cent of the fiscal 
deficit budgeted for the current finan- 
cial year. The cost of the plan has many 
mainstream economists wringing their 
hands in horror. 

Given that the national employ- 
ment scheme is based on a similar 
scheme in Maharashtra, it's worthwhile 
to ask how the latter has fared. In that 


| State agricultural productivity is below 


the national average, but rural poverty 


has fallen faster than elsewhere in India 








ied were the reconnaissance permit, the 

. prospecting lease and the mining lease. 

* However, the recommendations go be- 

yond this, to preserving the country's 

i fast-dwindling reserves of iron ore, 
_ amongother things. 

~~. On natural chrome ore, the panel is 






^ of the opinion that exports should be | 
banned and government-owned mines | 


. dereserved. 

As for mining leases, Dang, who has 
been a secretary in both the steel and 
the mining ministries, has suggested 
that the two should grant leases in con- 

| ultation. At present, the mining min- 
_istry has the final say. This, if it happens, 
=- could lead to a turf war between the 
- steel and mining industries. 

While the steel industry will be 
happy with the ceilings on iron ore ex- 
port, the mining industry will be just as 
likely to oppose it. The mining ministry 
is also said to be unhappy with the rec- 
ommendations because it deals with is- 
sues under the MMDR Act, which, 
strictly, is not within the purview of the 
steel ministry. 

In fact, the mining ministry is hop- 
ing that the prime minister will give the 
green signal to the Anwar Hoda Com- 
mittee set up by the Planning Commis- 
sion to look into a host of mining policy 
matters since it was originally man- 
dated to look at regulatory issues. & 

PALLAVI ROY 
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— a fall in which the EGS has had an 
important role to play. Yet it's also true 
that in that in Maharashtra, EGS has 


become a relief scheme in times of crop | 
;, failure. It has not managed to create | 
durable public assets, one of its aims | 


- when it was started 30 years back. 

A national rural employment sche- 
me is only part of the answer towards 
tackling the problem of rural poverty. As 
experts have pointed out, the other 
important component has to be a com- 
mitment by the government to step up 
public investment in agriculture. The 
prolonged slump in agricultural invest- 
ment over the last decade or so is, per- 

haps, the biggest failure of successive 
- governments. Till that slump is rever- 
_ sed, rural poverty is unlikely to be redu- 
. ced on a sustainable basis, employ- 
ment schemes notwithstanding. B 

DE AVINASH CELESTINE 












TELECOM EQUIPMENT 


Motorola goes for Made in India 


OBILE telecom equipment 
maker Motorola has said it 
will consider manufacturing 


M 


to bid for tenders floated by PSU tele- 
com companies. For that, vendors need 
to have manufacturing bases in India. 
"We will do everything to comply with 
the tender conditions of the state-own- 


Zander, chairman and CEO, Motorola. 
Bharat Sanchar Nigam alone is close 

to finalising a Rs 13,000-crore tender for 

its $40-million GSM project. Motorolas 


————'' ' A Aa 
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non-handset products in India. It plans | 


ed telecom companies," said Edward 





competitors Ericsson and Nokia have 
already planned manufacturing bases 
in the country. 

Motorola plans to launch at least 
three low-end phones by October 2005. 
That, it hopes, will allow it to grab mar- 
ket share from Nokia, which has 60 per 
cent of Indias mobile handset m 

Meanwhile, Nokia. announce 
setting up ofits first-ever global ne 
operating centre in India by the year- 
end. It will monitor the networks of se- 
lect operators across the world. = 

ANUP JAYARAM 













Derivatives | (F&O) | 
Debt Segment 


Profit before adjustments 
*Figures in Rs or 


POLITICS 


Fire and brimstone 


The confrontation between the political class and 
the apex court could further strain the judicial system 





NDIAS judiciary and legislature 
are perilously close to a collision 
over which should call the shots 
in ensuring social justice. The 
conflict between the rule of law 
and the bid by politicians to provide 
special privileges to deprived sections 





— of the electorate has been highlighted 


by a dramatic outburst by Supreme 
Court chief justice R.C. Lahoti. 

“Wind up the courts and do what- 
ever you want,” declared the chief jus- 
tice, reacting to criticism by political 
parties of a recent Supreme Court or- 
. der banning caste- and minority-based 
. quotas in unaided private educational 
institutions. The unprecedented pub- 
» lic rebuke, which sent ripples through 


political and legal establishment, | 
comes after a move by the government | 


to push through a constitutional 
amendment to get around the court 
order. Justice Lahoti appeared to be 
particularly incensed by remarks of po- 
litical leaders including Cabinet minis- 
ters suggesting that the Supreme Court 
was seeking confrontation with the po- 
litical class on social issues. 

Political reactions to the emotional 








| diatribe of the chief justice 


DINESH KRISHNAN 


ranged from cautious denials 
by senior government minis- 


| ters of a confrontation with 


The Supreme 
Court of India: 
Social activist 


the courts to more open criticism byin- | 
dividual MPs. Congress MP Vyalar Ravi | 
fumed: "The judiciary should be more | 


judicious in its observations. Unfortu- 


nately, it has chosen to challenge Par- | 
liament." The Left Front, which has | 


been spearheading an agitation 
against the Supreme Court order on 
quotas, has also been critical of the 
chief justice. 

The main opposition party, BJP, ap- 
pears to be caught in two minds. Party 


leaders warned against a confrontation | 
with the judiciary. But afraid of being | 
caught on the wrong political side of | 


the reservation issue, the BJP indicated 


it would go along with a constitutional 


amendment nullifying the Supreme 

Court order on reservations. 
Interestingly, a day after Justice La- 

hotis outburst, the government an- 


nounced its intention to pass a Bill to | 





cleanse the judiciary and make it ac- | 


countable. Although, the government 
claims this has nothing to do with the 
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current controversy on the reserva- 
tions issue, the Bill, which would fix the 
salaries and service conditions of 
Supreme Court and High Court judges, 
is likely to be seen by the judiciary as a 
tit-for-tat by the political class. 

In the past month, the Supreme 
Court has sought to play an increas- 
ingly active role on social issues. A few 
weeks ago it had lambasted Islamic 
shariat courts as "a parallel judicial sys- 
tem in the country" while ruling in the 
controversial Imrana case. Imrana was 
allegedly raped by her father-in-law 
and was urged by fatwas to marry the 
latter. Earlier, the courts had asked the 
government to do away with the prac- 
tice of listing religious groups as mi- 
norities since these promoted divisive 
tendencies in the country. 

Both these observations by the 
Supreme Court have provoked sharp 
reactions from minority groups and or- 
ganisations. Given the politically sensi- 
tive nature of issues concerning special 
privileges or affirmative action for 
lower castes and the religious minority 
groups of the country, the government 
seems to be in a dilemma on how to 
deal with a judiciary that is 
clearly out of sync with its 
electoral compulsions. 

The judiciary has clashed 
with the political executive on 
social issues before. In the early years 
after Independence, the countrys first 
prime minister, Jawaharlal Nehru, was 
forced to amend the Constitution after 
the court rulings overturned his land 
reform measures. Two decades later, 
the Supreme Court invalidated Indira 
Gandhi's schemes of bank nationalisa- 
tion and abolition of privy purses, 
which she countered by getting Parlia- 
ment to adopt an amendment giving 
itself powers to change any part of the 
Constitution. Her son Rajiv Gandhi 
also played around with the Supreme 
Court, diluting the famous Shah Bano 
judgement by passing the Muslim 
Womens Act. 

While the Constitution does allow 


| elected representatives to have the last 


word in framing laws of the land, a run- 
ning battle between lawmakers and 
the judiciary, which dispenses it, could 
further jeopardise the already flawed 
judicial process in the country. Li 

AJOY BOSE 
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OR the first time since it pulled 
out of the Sardar Sarovar Pro- 
ject, the World Bank is em- 
broiled in a major controversy 
-in India. This time it is about the Delhi 


_. Jal Board's (DJB) plan to supply water 


24x7 in two zones in south Delhi. The 
' bankis part-financing the project. 

The management contract for the 
project is likely to be awarded by De- 


— cember 2005. Whoever gets it would 


have to, among other things, study the 
condition of the supply system and in- 
stall meters at inlet points. However, 
_/ with just three months to go before the 

— contract is awarded, NGOs allege that 
\/ there is no clarity about the tariff policy 
to be followed. Nor is it clear how slums 
and unauthorised colonies will be 
supplied. 

Parivartan, a Delhi-based NGO, has 
been at the forefront of the campaign 
against the Bank and DJB. It alleges that 
the Bank had a hand in getting an earlier 
consultancy contract for the project 
awarded to PricewaterhouseCoopers. 


| bate takes place. 





DELHI JAL BOARD'S 24X7 PROJECT 


In a controversy 


Citing provisions in the 
Delhi Right to Informa- 
tion Act (DRIA), the 
NGO has demanded 
that all documents re- 
lated to the project, in- 
cluding draft reports, 
be made public so that 
a public debate can be 
held in front of an inde- 
pendent panel. Parivar- 
tan has also demanded 
that the project be put 
on hold till such a de- 


SANJAY SAKARIA 


The World Bank de- 
nies any wrongdoing. Meanwhile, the 
Banks legal experts are going through 
the provisions of the DRIA to figure out 
what it needs to divulge. There are also 
documents that are jointly owned with 








the DJB, for instance, 
studies conducted by 
the Bank or its consul- 
tants. The Bank's ad- 
viser (external affairs) 
Sumir Lal says: "We will 
concur with any deci- 
sion taken by the DJB or 
the Delhi government 
with regard to docu- 
ments that are jointly 
owned." 

The DJB's project 
brings hope of solving 
the mess in India’s ail- 
ing water distribution 
systems (See ‘A Trickle of Hope, BW, 15 


| August 2005). The last thing it needs is a 


controversy over non-disclosure of 
documents. g 
SAMAR SRIVASTAVA 











PETROKAZAKHSTAN 


Through the fingers 





HEnewly-formed ONGC Mittal 
Energy (OME), a joint venture be- 


tween ONGCVidesh (OVL) and 


Mittal Steel group, ran into the Great Wall | 


when it bid for the Canadian-owned 
PetroKazakhstan. After the bids were 
opened, China National Petroleum Cor- 
poration (CNPC) was allowed to hike its 
bid to $4.18 billion. This is by far the 
biggest acquisition ever by a Chinese 


HEMANT MISHRA 








, company far exceeding Lenovos acqui- 


sition of IBM's personal computer busi- 
ness for $1.75 billion. It also happened 
within days after China National Off- 
shore Oil Corporation had been 
thwarted in its efforts to buy Unocal of 


| the US for $18.5 billion. 


But for OVL, this is one more failed 
deal. It had lost out to Sinopec for An- 


gola's Block 18 last year and to CNPC for | 
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Myanmars A-4 block. 

This time round, it had banked on 
the clout of L.N. Mittal (R) to turn the 
tide against its Chinese competitors. 
That's because Mittal has had alot of 
goodwill in Kazakhstan ever since he 
picked up the 5.5 million tonnes per 
annum steel plant, Ispat Karmet, in 
1995, and turned it around within a 
year. However, his good offices do 
not seem to have done the job this 
time round. 

Itis unlikely that there will be a re- 
bid. In the PetroKazakhstan case, the 
Kazakhstan government has the right 
of first refusal. It, theoretically, could 
buy it off and then sell it again to OME if 
the latter puts in a revised bid. While 
there are reports of OVL chief Subir 
Raha trying to push its case through 
PetroKazakhstans strategic partner 
Lukoil of Russia, Indian petroleum 
minister Mani Shankar Aiyar has al- 


| ready started talking about cooperating 


with the Chinese for global oil explo- 
ration. He hopes to firm things up 
when he visits that country this No- 
vember. And that seems to be the only 


_ viable option before OVL. But will the 


Chinese play ball? * 
ANUP JAYARAM 
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the news 


POLITICS: TAJ CORRIDOR SCAM 


No respite for Maya 


HE ghost of the Taj Corridor | 


scam has returned to haunt 


both BSP supremo Mayawati | 


and the UPA government. A 
recommendation by the chief vigilance 


commissioner P Shanker that the Dalit | 


leader be prosecuted in the two-year- 
old land scam raises a question mark on 
the future of her meteoric political ca- 
reer. It is also a major embarrassment to 
the Congress-led ruling UPA coalition, 
which had earlier dropped charges 


against Mayawati in the Taj Corridor | 


case on the plea that there was not 


' enough evidence for prosecuting her. 
| The Rs 176-crore Taj Corridor pro- | 


ject was an ambitious initiative of the 
then Uttar Pradesh government to ring 
the Taj Mahal with food plazas and 
shopping malls and to link it to four 
other historical sites in the vicinity. It ran 
. into a controversy after irregularities 
emerged in the way the funds were 
sanctioned in the now abandoned pro- 
ject. The Central Bureau of Investiga- 


tion (CBI) began a probe into the case | 


and into the culpability of Mayawati, 
then chief minister of a coalition min- 
istry with the BJP in Uttar Pradesh, 
sparking off a major row between the 
two allies. This led to the collapse of the 
coalition government in the state and 
the withdrawal of support by the BSP to 
the NDA government in New Delhi. 
Mayawati vigorously campaigned 











against the BJP in last year’s Lok Sabha 
polls and eagerly offered to support the 
newly-elected UPA government from 
outside. Earlier this year, the UPA gov- 
ernment, through attorney general 
Milon Bannerjee and the CBI, sought to 
bury the Taj Corridor scam by telling the 
Supreme Court that there was no case 
against the BSP leader. However, the 
Supreme Court, in an unprecedented 
move, sought the opinion of the chief 
vigilance commissioner (CVC), an au- 
tonomous body, on the matter. 

With the CVC going against 
Mayawati, it may now become difficult 
for the government to bail her out. A re- 
vival of the Taj Corridor case, which in- 
cludes charges of ownership of dispro- 
portionate assets against the BSP chief 
and her family, could seriously hinder to 
her plans to take yet another political 
leap through her recent alliances with 
the upper castes in Uttar Pradesh. 

At the same time, the new turn in the 
case places the UPA government in a pi- 
quant position. The Congress is keen to 
keep Mayawati happy in the hope of 
electoral deals with the BSP in Uttar 
Pradesh and other states where the lat- 
ter has influence. On the other hand, if 
the government chooses to ignore the 
advice of the CVC, it would worsen its 
already souring relations with the na- 
tions highest court. 3 

AJOY BOSE 
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PHARMACEUTICALS 


The AIDS drug 
opportunity 


HE global spending on anti- 
T2 drugs (ARVs) for 

AIDS has grown from $300 
million in 1999 to $3 billion in 
2002. Last year, US president 
George W. Bush pledged $15 bil- 
lion in aid for African countries un- 
der President’s Emergency Plan for 
AIDS Relief (PEPFAR) to be dis- 
bursed over five years. The oppor- 
tunity is not lost on the competitive 
Indian pharma industry. 

The Indian companies are busy 
getting all international approvals 
in place so that they are amongst 
the first to be considered when the 
aid flows in. The approvals are re- 
lated to meeting with norms de- 
fined by the World Health Organiza- 
tion (WHO) to be on its 
pre-qualification list. This list is 
meant to assist developing coun- 
tries that do not have defined qual- 
ity, safety and efficacy standards 
for pharma products going global. 
The pre-qualification criteria are 
based on the norms 
followed by the US La 
Food and Drug / gm 
Administration | 4 
and European / 6 
standards. In- I 
dian compa- / d 
nies like Ran- 
baxy and Strides 
Arcolabs are also seeking US-FDA 
approvals, which will make them el- 
igible for PEPFAR projects. 

Recently Ranbaxy got approval 
for seven ARVs under the WHO. 
Three ARVs from Hyderabad-based 
Aurobindo Pharma have also made 
the mark. While listing with the 
WHO has not translated into any 
orders as yet, the companies are 
betting on future orders. 

Cipla and Ranbaxy were both 
taken off the WHO pre-qualification 
list last year because of insufficient 
data on their ARV products. tii 

GINA S. KRISHNAN 
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MOBILE TELEPHONY 


_ A pathbreaking decade 


subscribers, GSM and CDMA com- 
bined. That's a lot better than China, 
which had 24 million subscribers after | 
the first 10 years. In 2004, the base of | 
mobile phone users exceeded the fixed | 


N August 1995, the then chief minis- 
ter of West Bengal, Jyoti Basu, made 
the first callon a mobile phone to the 
then communications minister Sukh 
Ram on the Modi Telstra network. It 
marked a shift in the way Indians spoke | line base. Today, Indias is the seventh 
with each other. It also signposted a | largest mobile network globally. It re- 
move from analog technology to the | mains to be seen whether it touches the 








_ * digital variety. But, at that point, nobody | 200-million-subscriber target by 2007- 
^/ foresaw the extent to which it would | end. But, going by the way the growth 
change the way India communicates. | has exceeded all expectations, that 

Since that day 10 years ago, Indiahas | should be within grasping distance. BÉ 

added close to 60 million mobile phone | ANUP JAYARAM 
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PC worthy of the name ThinkPad. Together, ThinkPad and 
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BEST OF ALL, IT’S A THINKPAD. 


THE WORLD'S MOST SECURE TABLET PC. Together, the 
integrated fingerprint reader (select models), encryption 
software and embedded security subsystem 
ThinkPad the most secure tablet PC there is. No one offers 
a higher level of security as standard. 


STARTING AT Rs. 1,32,000*. ThinkPad is now a product o! 
Lenovo, a new global company uniting Lenovo and the 
former IBM PC Division under the Lenovo name. Our 
mission is to bring more innovation to more people so they 
can do more amazing things. Find out more and take the 
3-D tour at thinkpad.com/tablet. 
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CORPORAT E 


HAT proportion of a listed 
company’s board should be 
made up by independent di- 
rectors? The Securities & Ex- 
change Board of India (Sebi) had amended 
Clause 49 of the listing agreement, which 
deals with this question, in October 2004. 
(While the agreement is between a company 
and a stock exchange, Sebi's guidelines must 
be followed while drawing up the condi- 
tions.) Under the new criterion, at least half 
the board ofa listed company must comprise 
independent directors. To comply with the 
clause, listed companies were given till 31 
id March 2005. The deadline was later extended 
- «7 to31 December 2005. 
i. Meanwhile, the Ministry of Company Af- 
"v fairs (MCA) set up the Expert Committee on 
Company Law (ECCL), chaired by Tata Sons 
| director J.J. Irani, to recommend amend- 
.4 / ments in the Companies Act, 1956. 


: Me In its report submitted in May 2005, the 
6 ECCL suggested that one third of a listed 
“yy company’s board must be made up of inde- 
. V pendent directors. If this recommendation is 
X / accepted and the Companies Act is | 


: amended, the confusion could lead compa- 
-N/ nies to move court. 
ete Sebi draws its power to stipulate the pro- 
; portion of directors from the Securities Con- 
-X 7 tract (Regulation) Act. The Companies Act is, 
* anyway, an Act of Parliament. So, companies 
hard put to find independent directors, or 
trying to keep their numbers at a minimum 
could go to court contesting the supremacy 
of Sebi's rules over the comparatively more 
lenient Companies Act. 

A legal expert says that there have been 
instances when Sebi regulations have pre- 
vailed over the provisions of the Companies 
/ Act. However, the following sample of state- 
., ments seems to indicate that a tussle may be 
.X/ brewing although both ministry and Sebi of- 
v, ficials deny any difference of opinion. 





MAY 2005: "...[T]he Central Government... 
do not subscribe to the view that corporates 
seeking access to capital need to be liberated 
«—, from their responsibilities under all other 
. lawsofthelandand, thereby, the oversight by 


eene aet 





GOV io RNANCE 


v Independent directors: 
lj : half the board or a third? 


the State, and be subjected to exclusive con- 
trol and supervision of a specific regulator." 
—The ECCL report 


MAY 2005: "It is for the Ministry to sort out 
the harmonisation issue with Sebi before 
31 December." 

—]J. Irani, at the release ofthe ECCL report 
7 AUGUST 2005: 
"Theres no differ- 
ence between the 
government and Se- 





bi on the issue of in- 
dependent directors. 
..We're examining 

the Irani Committee 
report on revising 
the Companies Act." 

— Union company affairs minister 

P.C. Gupta at a SCOPE conference on 

corporate governance 

9 AUGUST 2005: 

"Sebi cannot dictate 

the number of inde- 


| pendent directors, 
an aspect which 
comes under the 
purview of MCA. 
Sebi should ensure 
that laws are ad- 
hered to. That's all." 
—JJ. Irani in an interview to a business daily 


21 AUGUST 2005: "If 
the Indian Parlia- 
ment in its wisdom 
enacts a law which 
prescribes stan- 
dards lower than 
Clause 49, then, with 
extreme regret, Sebi 
will comply with 
that law. [But it will] 
"strain every sinew" [to convince the Parlia- 
ment not to prescribe lower standards]." 

— Sebi chairman M. Damodaran at a semi- 
nar on corporate governance in Chennai @ 
RACHNA MONGA 
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Adverse conditions. 


Bosch makes it perfect 
for safe driving. 


aw generation Anti-lock Braking Systems (ABS), Electronic Stability Programme (ESP), Traction Control System (TCS) and 
ir Bag Control Units - Bosch invests billions of euros to enhance vehicle safety and performance. In India, Bosch and Mico 
'e working together to ensure your vehicle has access to the world’s best technology. Bosch, the largest auto component 
ipplier in the world and Mico, the largest in India, will together make mobility Clean, Safe and Economical. That's The power 
"We-giving you the best of both worlds. So the next time you're on the road, you can weather all conditions confidently. 
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X POST iTS AUTO MAGAZINES 
Vo coo T HUS RSCUA RUMOR R The market 


bacco products, is getting into soaps now. The new line will be 


P7 
N / A targeted at the SEC-A consumers now using products in the revs u 
A Rs-15 range. The company is taking this 300-million-units-a- p 
|... . year segment very seriously. To that end it is keen on getting the 
\/ look, feel and shape just right and has hired professional help R25  n,60 R60 R40 R/S R500 
——, forit. This will be the latest flank ITC will be opening in the con- Circulation: Circulation: Circulation: Circulation: Circulation: Circulation: 
N.A. 


V sumer products market after cigarettes, foods, apparel, greet- 60,000: D were ric S9000 


ing cards and stationery, safety matches and incense sticks. 
The soap business will put ITC in direct competition with com- 
panies like Hindustan Lever and Procter & Gamble. For many 
years now, ITC has been talking about reducing, in percentage 
| terms, the amount its tobacco business contributes to its 
\ 7 turnover. The company's earlier forays into other businesses 

" . were designed partly to do that. Of late, ITC has tasted success 
in that objective with its foods and lifestyle retail businesses. 
Now it is pushing into new FMCG product lines in the hope of re- 
peating that success. 
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Source: Companies 


OR the first time in 2004-05, the Indian car industry 
sold over a million vehicles in a year. The same year, 


ZIP TO ZOOM BAJAJ Auto is pushing its image as a maker of 
performance motorcycles. It has already seen the benefit of 

having a bigger capacity bike in its portfolio. The Pulsar, which India emerged as the world’s largest motorcycle mar- 
is made in both 180 cc and 150 cc versions, has seen the vol- ket. That's a long way from the 1980s, when the little 
umes of the smaller version surge partly because of the good Maruti 800 and the first Japanese bikes were launched. Now, 
image of the bigger sibling. Now, to boost the company'simage almost every major car and bike maker is in India. So, can the 
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of as a maker of aspirational performance bikes, Bajaj Autoisset- ^ magazines that write about them be far behind? 
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ting up Bajaj Probiking showrooms. The first one was opened in Three new automotive magazines — Car India, Bike India 
Pune on 1 August. These outlets, created by Elephant Design, and Top Gear — entered the fray in August in addition to the 
will sell 180 cc or bigger bikes; at present the Pulsar 180 DTSi four or so titles that India already has. While the first title is li- 
and the Avenger DTSi. Here enthusiasts can look forward to an censed in from EMAP ofthe UK, the last has been launched by 
in-store experience of riding a 180 cc bike and having their Worldwide Media, a joint venture between Times Group and 
geeky queries answered. They can also find out the latest ad- BBC Worldwide. These have come after a bit of quiet. The two 
vances made by Ahead Bajaj, the company's R&D division. Ba- highest circulating auto magazines in India, Overdrive and 
jaj Auto wants to set up 15 Probiking showrooms by the end of Autocar India, which claim circulations of 100,000 and 95,000, 
this year and, eventually, 50 across the country. With Probiking hit the scene in 1998 and 1999, respectively. BS Motoring from 
showrooms, the bigger bikes will not be sold attheregulardea- . .— 
erships any more. The company says that given the right atten- 

tion and information, the performance bike segment of the MOVING 
market will grow. Ei i 

GINA S. KRISHNAN HE flow of senior peo- working in multinationals — 
ple into the Anil Dhirub- | the first decade with Hin- 
hai Ambani Enterprises con- | dustan Lever and the last 18 








, tinues. Sanjay Behl, 38, | months with Nokia. He sees 
3 former head of marketing joining an entrepreneur-led 
(customer and market oper- | operation as a natural pro- 
à ations), Nokia India, has gression. Here, his brief is to 
a joined Reliance Infocomm, build a world-class corpo- 
^ controlled by Anil Ambani, | rateidentity for Reliance In- 
> as its head of branding. focomm in collaboration 
It will be a totally new | with the leadership team. 
cultural experience for Behl, | Says Behl: "Its a move 


who isa pharmacy graduate | from one part ofthe value- 
from Benaras Hindu Univer- | chain to the other.” His argu- 
sity and an MBA from Mum- | mentstems from the fact 
bai University. Hehasspent | thatmobile handsets have 
the first 12 years ofhis career | now become more afford- 
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Business Standard, too, came in 1999. The Autocar title was li- 
censed from UK's Haymarket group by the then Sorabjee Auto 
Communications. So, why the flurry of activity now? Adil J. 
Darukhanawala, editor of both Car India and Bike India, reck- 
ons one of the reasons is the evolution of the Indian car or bike 
enthusiast in the country. He says his two magazines would 
not have sold much even six years ago. 

So what will the differentiators be when there will be un- 
avoidable areas of overlap — new product reviews, an- 
nouncements, motorsport reports? Bijoy Kumar Y, who edits 
BS Motoring, says the difference will be in the way the stories 
are written and the kind of subjects dealt with. Ian Watson, in- 
ternational director, BBC Worldwide, maintains that Top Gear 
is more of a men’s magazine or a car magazine with attitude. 


“People buy it every month not because they want to buyacar | 


and are looking for information, but because they want to 
read,” he says. The inaugural issues of Top Gear and Car India 
have 60-70 per cent foreign content. There probably is a de- 
mand for that, although at Rs 400-600 per issue of most of the 
foreign auto periodicals, few can afford them new. Mean- 


while, Autocar India's editor and publisher Hormazd Sorabjee | 


says he will continue to focus on Indian content as he feels it is 
more relevant to the reader. 

So, will these grow the market that is currently between 
200,000-250,000 copies a month? Sorabjee feels that “the 
more voices there are, the better the chances of being heard”. 
Bijoy does not quantify it, but he too expects the overall mar- 
ket to grow. Adding the targets each has, total circulation 
should come to around 300,000 by the end of 2005. 

Is there a possibility of a shakeout? Sorabjee says three is 
the average number of magazines one is likely to buy, even 
given the enthusiasts and assorted neophiles. So one or two 
magazines are likely to fall by the wayside if circulation falls. 
Or maybe not. All of these magazines make money on the 


cover price, with the gravy coming from advertising. So unless | 


they produce sub-standard stuff, given a larger market, most 
should find segments to survive in. g 
ABHUIT MITRA 














able than ever hardly a bran- 
before. On the ded service in 
flip side, there India, while 
are recurring the awareness 
costs for the levels on fi- 
consumer who nancial ser- 
opts for the ser- vices is quite 
vice. Charges in restricted. But 
India are the he hopes to 
lowest in the change that. 
world. So differentiating the The other advantage that 
service will be the tough part | Behl sees is that of being as- 
of Behl's job. sociated with a diversified 

Behl is also looking for- group, a new brand and a 
ward to a “good exposure platform to learn. That 
across all the businesses of 


the group”. He says energy is 


should keep him going. & 
ANUP JAYARAM 


MEDIA ROOM 


ASH Raj Films is decidedly upset with Bobby Bedi. The 

distributors of Mangal Pandey — The Rising are appar- 
ently cheesed off that the production company is claiming 
to have already made money on the film. The fact is that 
the film looks like a classic, old-style, table-profit wonder 
that may or may not make money for the trade. It has had a 
great opening weekend with over Rs 18 crore, the highest 
so far this year, ahead of Bunty Aur Babli. The problem is 
the negative press and word-of-mouth may give the film not 
more than 2-3 weekends at the box-office. That doesn't 
give Yash Raj Films enough time to recover the Rs 16 crore 
it has paid for the India and overseas distribution and music 
rights of the film. What causes many of these misunder- 





standings is the obsession of the press with gross box of- 
fice revenues. It is akin to saying that if an advertising 
agency's billings are Rs 100 crore, its revenues, too, will be 
Rs 100 crore. What a film grosses is its tumover; the total 
of everything that actually comes back to the film company 
is the income. One part of the problem is untrained film an- 
alysts, but a larger part is the industry itself. After almost 
five years of corporatising, there is no reliable source of 
even basic numbers. It took a group of NRIs to set up a 
website, ibosnetwork.com, on just basic box-office num- 
bers. The numbers on other income, music, satellite or 
other rights are still patchy. If they want to be treated like a 
business by investors, the film companies have to convey 
the right numbers to the media. 


HE trend of going tabloid among British newspapers 

continues. After The Independent and The Guardian, 
among others, comes the news that The Observer will go 
'compact' in 2006. The idea is to beat free newspapers and 
tabloids in their own game with a broadsheet quality prod- 
uct. Newspaper readership and circulation have been de- 
clining in the UK and other mature markets for some years 
now. Going compact has paid off by reversing the trend for 
several of them. So far, 56 broadsheet newspapers have 
done it across the world, says a Media Guardian report. W 

VANITA KOHLI-KHANDEKAR 
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editor of The Telegraph. 


Stock 
prices 
reflect 
Investors' 
judgment 
about the 
future of 
the eco- 
nomy. 
Officials’ 
judgment 
cannot 
improve 
upon it 


Relax, 8000 is 
just a number 


NLY a few weeks ago, the finance 
minister was perfectly relaxed 
about the stock market. Recently, 
however, he has been showing 
signs of nervousness; he is re- 
ported to have said that if Sensex goes over 
8000, the stock market will merit a closer look. 

Taking a cue from him, the Reserve Bank 
too has woken up; it has asked banks to review 
and report on the loans they have given against 
shares. And if the Reserve Bank stirs from its 
slumbers, Sebi must stand up to attention. So 
its chairman has pulled up amember for saying 
that Sensex will be up to 16,000 by next April. 

All these are natural activities for important 
people with not enough to do; but that does not 
make them right or appropriate. 

The finance minister is a lucky man. He is 
presiding over the most spectacular boom 
since the early 1990s. That earlier boom was at- 
tributed to the reforms associated with Dr 
Manmohan Singh. He ended the boom with an 
untimely tightening of credit in 1996, months 
before he went out of power; still, the boom is 
associated in the public mind with him. 

There would be less reason to associate the 
present boom with Mr Chidambaram, for he 
took over only a year ago, two years after the 
boom started. But that is no reason why he 
should not claim credit for it. A BJP finance 
minister would have gone to town about it; in 
fact, the BJP would have claimed ownership of 
the boom, just as it did of Shining India. 

Unfortunately for Mr Chidambaram, he has 
a resolutely low-key Prime Minister who is so 
allergic to hyperbole that he avoids even justifi- 
able self-congratulation. The last Prime Minis- 
ter liked big numbers. He said: “Let there be 8 
per cent growth!” Fortuitously there was one 
year; so then he said: “Let there be 10 per cent 
growth!” If he had returned, he would have 
gone on to 12, 14 and 16 per cent. 

Instead, he was followed by a Prime Minis- 
ter who frowns upon ambition. Dr Manmohan 
Singh stuck growth squarely in the 7-8 per cent 





groove; woe to a minister who dares dream 
of more. 

But Mr Chidambaram must not transfer of- 
ficial allergy from 8 per cent to 8000. He should 
follow another precedent set by the Prime Min- 
ister. When the PM was FM and was asked 
about the stock market, he had said that he 
never gave it a thought. Mr Chidambaram may 
give it a thought; he may even watch it like a 
hawk. But it is a free market that has attracted 
considerable foreign investment. It is, in fact, a 
wonderful honey trap. For inflows of foreign 
money raise stock prices, and when it flows out, 
prices collapse and foreign investors lose 
money. That is why Dr Manmohan Singh had 
opened the market to foreign capital inflows. 

However, if foreign investment inflows are 
to continue, it is very important that there 
should be no official interference in the market. 
The finance minister is free to boast about the 
stock market boom and to say that it shows 
good stewardship of the economy. But it would 
be best if he said nothing at all. It is certainly not 
a good idea to start worrying about it in public. 

This does not mean that the official agen- 
cies should keep their hands off. If the finance 
minister comes to the opinion that the econ- 
omy is overheating, he can raise taxes or — if he 
can get his colleagues to agree — reduce expen- 
diture. The Reserve Bank can raise interest 
rates. But to talk up or down the market is not 
worth doing unless the Governor is backed by 
such a battery of economic data and analysis as 
is Alan Greenspan. 

The stock markets reflect investors’ judg- 
ment about the future of the economy and of 
companies. At some point investors’ optimism 
about India will fade and the boom will end. 
When it does, the market will overreact and 
prices will crash. The market is important both 
as a compass to guide investment and as the 
fountain of best opinion. Officials cannot im- 
prove upon it. If they have better information 
than the market, they should release it. But they 
should not try to second-guess it. m 
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Forex options 
are growing 
fast in India. 
And smaller 
firms are get- 
ting hooked 
to this highly 
risky game. 


By Avinash 
Celestine 


Troubled 
Waters 





HEN star investor Warren 
Buffett warned his com- 
pany's shareholders in 
early 2003 that derivatives 
were financial weapons of 
mass destruction, the 
forex derivatives market in India hadn't 
yet been born. And since its birth in July 
2003, the Indian market has never come 
so close to proving him right as in the 
past few months. 

These financial contracts, many of 
them so complex that you actually need 
to be a scientist to price them, have al- 
ready wreaked havoc the world over. 








The most spectacular event was the col- 
lapse of the large US-based hedge fund, 
LongTerm Capital Management. And in 
the next couple of months, forex deriva- 
tives could again hit the headlines — 
this time, in India. 

Money market dealers say that over 
the last few months, many companies 
have entered into options contracts 
worth tens of millions of dollars. Most of 
them have bet that the Indian rupee will 
appreciate against the dollar over the 
next few months. Their view was based 
on the expected appreciation ofthe Chi- 
nese yuan. But ever since 21 July, when 
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the yuan was allowed to appreciate by 
2 per cent against the dollar, the rupee 
has broadly headed south. After rising 
slightly from 43.55 to the dollar to 43.50 
in the days following the revaluation, 
the rupee has slid to 43.76 on 25 August. 

Ifthis trend continues, many corpo- 
rates could be looking at substantial 
losses. And it would hit a large number 
of small and medium enterprises 
(SMEs), who have neither the financial 
savvy nor the strength of balance sheet 
to weather such a storm. 

"Since earlier this year, companies 
have taken a call that the rupee will ap- 





^ 


preciate strongly against the dollar, like 
it has done over the last few years," says 
a derivatives dealer at a large nation- 
alised bank. "What added to this convic- 
tion was talk of the yuan revaluation. 
The expectation was that once the yuan 
went up, it would ease pressure on the 
Reserve Bank of India (RBI) to maintain 
the rupee'À competitiveness, and the lo- 
cal currency would appreciate too." 
Companies entered into options 
contracts (which allow the holder the 
right but not the obligation to buy or sell 
an asset or a currency like the US dollar 
at some point in the future, at a fixed 
price) in which they bet that the Indian 
rupee would stay above 43.75 to the dol- 


Look before 
you dive 


> Putin place a clear policy 
approved by the board on how 
the company will handle de- 
rivative deals 


= Define the maximum loss 
you're willing to bear or the 
minimum returns you want to 
make 


> Spread your risks: Hedge 
only a part of your market ex- 
posure through options and 
the rest through the forward 
market 


= If you don't have the ex- 
pertise to judge a deal, call in 
someone who does 


> Dont make it harder than 
it is: take only bets that you 
need to take 





lar, and wouldn't fall below 43.90 at the 
most. The upper limit of the band has al- 
ready been breached. 

The amount at stake? “Daily vol- 
umes for such options have touched 
$40 million -50 million over the last few 
months,” says the trader. The problem is 
that as the rupee heads towards those 
crucial levels, some companies could 
panic and try to get out of those con- 


tracts. As they do so, it would cause fur- | 


ther pressure on the rupee and lead to a 
downward spiral of dollar buying, lead- 
ing to even bigger losses for others. “The 
crucial level is around 43.85,” says the 
trader. “That has traditionally been seen 
as a resistance level for the rupee.” 
Manis Thanawala, director of 
Greenback Forex, a consultancy that ad- 
vises companies on derivatives deals, 
says: “In the middle of last year, many 
large Indian companies had made de- 
rivatives losses when the market went 
against them. The next blow will come 
now when small and medium compa- 


nies who have taken such bets face | 


losses. Till now, people have been lucky 
and we haven't seen companies sustain- 
ing very big losses." 

Many observers are worried whether 
Indian companies, especially the 
smaller ones, are financially sophisti- 
cated enough to handle derivatives. The 


next few months will prove whether | 


their worries are groundless or not. 
"Many small corporates simply 
dont have the maturity or ability to un- 
derstand or account for such deriva- 
tives," says K.N. Dey of Basix forex, an- 
other consultancy that advises clients 
on derivatives use. And experts worry 
that banks are marketing derivatives to 
companies which lead the latter to take 
ever more complex bets on currencies 
and interest rates. If the bets work, the 
company’s gain is limited. But if the 
company’s expectations are wrong, the 
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DERIVATIVES 


losses could be very high indeed. 

Till two years ago, when the RBI al- 
lowed banks to market derivatives 
which involve bets on the movement of 
the rupee vis-a-vis another currency, 
the main way for an exporter to ensure 
that he got the best rupee price for his 
dollars six months down the line was to 
sell the dollars in the forward market. By 
paying a premium for an option that al- 
lowed him to do the same, the exporter 
could get a much better rate. 

Except that most exporters and 
companies in the forex market have 
been reluctant to pay such premiums 
upfront, and have opted, instead, to en- 
ter into the more complex ‘zero-cost’ 
contracts. But such options are far from 
zero-cost — they are, in fact, fairly risky. 

The deal typically goes like this. In 
exchange for the right to sell dollars at a 
future date at a given price (a ‘put’ op- 
tion), the exporter sells a contract to the 
bank committing him to sell dollars to 
the bankat an agreed price at a later date 
(a‘call’ option) — it's a bit like barter. 

If the rupee appreciates against the 
dollar and stays well above the 'strike' 
price of the put option (the exchange 
rate at which the contract has been 
signed), the exporter benefits. He stands 
to sell his dollars at a far better price 
than he could get in the spot or forward 
markets. However, if the rupee depreci- 
ates, the exporter could end up paying 
the banka substantial sum. 

In a market where the rupee had 
been appreciating against the dollar for 
over three years, put options are far 
more expensive than call options. So in 
exchange for a put option, which allows 
him to sell, say, $1 million at a future 
date, the exporter has to typically sell 
two or more call options to the bank, 
each for $1 million. If the exporters' ex- 
pectations are proved wrong, the ex- 
porter has to pay the bank $2 million or 
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The fine 
print 


. | THE derivatives market in in- 
| diais as opaque as it is com- 
| plex. Whatever little data ex- 
| ists on the volumes of the 
deals contracted are dated. 
| And since this is an over-the- 
. | counter market, prices of 
contracts are not widely 
.| known among participants, 

| unlike in the stockmarkets, 


As of now, even compa- 
nies are not required to dis- | 
close the volume or type of 
derivatives deal they have 
done. An exception is forward 
contracts, which are covered 
by existing accounting stan- 
| dards. The institute of Char- 
tered Accountants of India is 
working on guidelines of dis- 
closure for such instruments 
as well as on how their value 

| isto be measured. But offi- 

-cials involved say they have 
little idea when the account- 
ing standard will actually 
come into force. 

| l companies 

| are required to account for 

derivatives in their books at 

‘fair’ value — in the sense | 

that they are no longer ‘off | 

balance sheet'. Changes in 


Lae | the value of contracts are re- 


ee ee 


more. Such ‘leveraged’ bets are in fact 
quite common in the market and ex- 


i . plain why options are so dangerous — 


= when things go wrong, they can go 
wrong quite spectacularly. 

The worry is compounded by the 
fact that volumes in such options have 
shot up dramatically over the past few 
years. No firm, regular data is available 
about the total volume of outstanding 
forex option contracts, but a dealer with 


a foreign bank estimates that it has not 
been unusual for daily volumes to touch 
$100 million or more in the last year or 
so — up from $30 million-40 million be- 
fore that. More importantly, though, it's 
not just the top-rung companies who 
are getting into it, but also some mid- 
rung companies and even SMEs, 

"Earlier, around fifty of our clients — 
mostly large firms — used to do such 
deals," says an analyst at Mecklai, an ad- 
visory firm. "That number has now dou- 
bled, with even smaller companies 
looking at such contracts." And unlike a 
large company like Reliance Industries, 
which has its own treasury and savvy 
traders who can actively negotiate with 
banks, smaller companies are the ones 
who are really at risk, given their lack of 
experience with derivatives. 

Ina 13 August speech to the National 
Forex Assembly, RBI deputy governor 
Shyamala Gopinath exhorted banks to 
check the “appropriateness standard” 
and “customer suitability” before enter- 
ing into complex derivatives contracts. 
She even asked for greater clarity on 
“revenue recognition and valuation of 
assets and liabilities” in the books of cor- 
porates and banks. (See ‘The Fine Print’) 

The contracts can get even more 
complicated. In recent months, the vol- 
ume of borrowings by companies in for- 
eign currency, especially the US dollar, 
has declined because of higher dollar in- 
terest rates and also because the RBI has 
imposed restrictions on the conditions 
under which companies can borrow 
abroad. To get around that, companies 
get into so-called ‘swap’ agreements 
with banks, which allow them to take ad- 
vantage of low interest rates in curren- 
cies like the Swiss franc or the Japanese 
yen (the interest rates in both these cur- 
rencies are less than 1 per cent). The 
problem here is that companies are now 
exposed to swings — not just in the ru- 
pee-dollar rate, but also in that ofthe yen 
or the Swiss franc vis-à-vis the dollar. 

"Companies which don't have any 
foreign currency exposure do such 
transactions. In doing so, they expose 
themselves to risks they don't have to 
take on," says Ramesh Lakshman, a 
chartered accountant who advises com- 
panies on foreign currency risks. Ana- 
lysts point out that the volatility in such 
markets is far higher than in the domes- 
tic market. For instance, within the 
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space of six months, thee euro has gone 
from 1.30 to 1.34 and then back to 1.20 
again. And ifcompanies try to close such 
transactions before they mature, they 
can lose big amounts of money. In some 
cases, Companies run the risk of losing a 
substantial part of the principal amount. 
Atypical target for such products are 
textile companies like Alok Industries, 
which has an annual income of Rs 1,225 
crore, “But we make sure that we take on 
such contracts only when we actually 
have export proceeds or other foreign 
currency exposures that we need to 
cover,’ says a senior finance executive of 
the company. “We don't see such deriva- 
tives trading as a profit centre at all.” 
Company executives claim that any de- 
rivatives contract has to be approved by 
the chief financial officer and the man- 
aging director before going through. All 
such deals are also analysed by a foreign 
exchange adviser. “In fact, if a bank 
comes to us with a deal, we make it a 
point of running it past that bank's com- 
petitors to see what they think about it 


| ~~ it's also a way of getting a good price 


for the deal," says the finance executive. 
"What is important is to protect our ru- 
pee returns," he says. "And it's always 
important to ask the bank what the 
worst-case scenario is. It's also impor- 
tant to find out what the cost of 'un- 
winding’ (getting out of the transaction 
before maturity) is." 

"If at all a company has to do such 
transactions, we advise them to do it for 
only a part of their total requirements," 
says the Mecklai analyst. "For instance, 
ifthey need to hedge a $1-million mar- 
ket exposure, they could cover about 
$200,000 through such options and the 
rest through the forward market." As he 
and other analysts point out, the for- 
ward market may not be able to offer as 
good a price as an option can, but it has 
the advantage of being transparent, 
where the rates are known to all players. 


| In contrast, the options market is an 


over-the-counter market where prices 
don't become widely known. "It's sim- 
plistic to just look at the price (for dol- 
lars) from the forward market. Compare 
that with the dollar price from the op- 
tions market, and then make your deci- 
sion," says Thanawala. 

The caution advised by all sorts of 
players suggests that Buffett may be 
right about this market too. a 
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SNIGDHA SENGUPTA 


AST week, senior and middle 

managers at i-flex Solution's 

Bangalore development cen- 

tres found themselves at din- 

ner with their New York-based 

chairman Rajesh Hukku. It 
was a departure from the annual 'open 
house' Hukku normally chaired to iron 
out operational issues. That evening, his 
agenda was slightly different. He 
wanted to put his managers at ease after 
Oracle Corporations $1-billion acquisi- 
tion ofa controlling stake in i-flex. 

After a week spent easing apprehen- 
sions across the company’s centres in 
India, the 47-year-old chairman rushed 
back to the US to address the most criti- 
cal task at hand — breaking into the 
ranks of Tier-I banks. As Hukku had 
pointed out at i-flexs Mumbai head- 
quarters: "We have some catching up to 
do." But it's going to take some deft 
manouvering by Hukku and team to re- 
tain i-flex's product services' focus and 
not get lost in Oracle's larger agenda. 

The deal has to be seen in the context 
of Oracle's bid to gain dominance in the 
enterprise applications market over rival 
SAP This is part of the verticalisation 
strategy put forth by Larry Ellison, Chair- 
man, Oracle, last year. The market op- 
portunity for financial services applica- 
tions alone is estimated at $ 70 billion. So 
far, beginning with the $10.3 billion hos- 
tile takeover of PeopleSoft last year, ac- 
quisitions have played a key role in its 
game plan. It followed up with two more 
this year in retail software — Minneapo- 
lis-based Retek ($650 million) and Profit- 
Logic ($200 million). Oracle's has fol- 
lowed a consistent buy-and-integrate 
policy on all acquisitions till date. 

Most industry quarters see the ac- 
quisition as more of a product-consult- 
ing play rather than services. That's not 
terribly good news for i-flex, which is 
pushing services in a big way. "The 
deal's impact on the offshore services 
market will depend on how effectively 
Oracle executes its stated intent for i- 
flex’s services business. Says Partha 
Iyengar, V-B Gartner Research: "Some 
skepticism is warranted, given Oracle's 
earlier history with acquisitions and its 
lack offocus on offshore services." 

Roping in Tier-I banks with an end- 
to-end service-solutions offering is a 
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Getting into 
the big league 


With Oracle on its side, i-flex hopes 
to make the big leap 




























prize that the i-flex 
management has had 
its eyes on for well over 
two years. Despite hav- 
ing 597 banks across the 
globe running on Flex- 
cube, its flagship bank- 
ing application, it has 
largely been restricted 
to emerging markets in 
Asia and Africa. The lu- 
crative US market, 
home to the cream of 
Tier-I banks and finan- 
cial services firms, has 
remained out of reach so far. With rev- 
enues at $260 million as on March 2005, 
i-flex will now needs more than its own 
momentum to catapult it into the big 
league of top dollar accounts with the 
world’s largest banks. 

It did make a few attempts to give it- 
self that extra push. About 18 months 
ago, the Mumbai-based firm forged a 
strategic alliance with IBM, which runs 
mainframes for Tier-I banks, to push 
Flexcube in that market. Realising that 
scale would be critical for large ac- 
counts, it has also significantly ramped 
up its offshore capacities in India. From 
two development centres a couple of 
years ago, it now has eight. Its head- 
count has jumped from just 2,900 in 
March 2004 to almost 6,000 now. But 
clearly, this wasn't enough. 

i-flex had one big problem. Citi- 
groups presence as a 41 per cent share- 
holder inhibited Tier-I banks from do- 
ing business with i-flex. “These banks 
were fierce competitors of Citi," says 
Hukku. This was ironic, considering 


HEMANT MISHRA 
REUTERS 


dh, 
Rajesh Jukku 


How it came 
together 


March 2004: i-flex plans for 
$150 million American Deposi- 
tory Receipts (ADR). JP Morgan 
Stanley, UBS Warburg sign on 
as advisers to the float. Citi 
looks at a partial exit. 

January 2005: i-flex and Citi in- 
formally decide to put ADR on 
the backburner. Citi invites 
strategic bids. 

April 2005: Though relatively 
late, Oracle submits bid for 
Citi’s stake. 

August 2005: Citi selis 41 per 
cent to Oracle for $593 million. 
Oracle will pick up additional 20 
per cent through open offer for 
$316 million. 
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that it was Citi’s good reference that 
opened doors for i-flex in the initial 
years of its growth. 

... SoCiti, with active encouragement 
from the i-flex management, started 
evaluating exit options well over a year 
ago. i-flex toyed with the idea of an over- 
seas listing, but eventually discarded it. 
“About 6-8 months ago, the search for a 
strategic investor began in right earnest. 
i-flex wasn't keen on a private equity in- 
vestor, though there were some bids. 
The management was keen on a strate- 
gic investor which could ease its access 
to big bang financial institutions," say 
investment-banking sources. Oracle 
was a relatively late entrant to the bid- 
ding process but moved the fastest, say 
sources close to the deal. 

The deal is expected to be complete 
by December. Oracle will shell out $593 
million for Citi's 41 per cent stake and 
another $316 million for 20 per cent. Or- 
acle has offered Rs 882.62 or $20.05 per 
share, but analysts expect an upward re- 
vision later that will take the final payout 
close to $1 billion. i-flex is currently trad- 
ing at around Rs 951 per share. 

On the face of it, the i-flex deal is a bit 
ofa departure from Oracle's previous ac- 
quisitions. Oracle has chosen to let i-flex 
operate as an independent en- 
tity, for the time being. It will re- 
main listed on the Indian 
bourses and will continue to 
pursue its own product-services 
growth plans. “The two compa- 
nies are absolutely different. i- 
flex has a very specialised do- 


What i-flex — 
gans si 


| Lek WM ole Ds abl to tall Ms ore bariking product 
Flexcube, to Tier-I banks in the lucrative US market, 
leveraging Oracle's relationships. This will enable i-flex 
to get to the targeted $1 billion revenue mark within - 
the next five years. i-flex now has the opportunity to 
grow its offshore services business with direct access. 
to Oracle's 8,500 banking clients. But, the services 
.. business could take a backseat to Oracle's product- 
. oriented focus. The first step could bea common © 
branding strategy. i-flex will continue to eo 


product-s services growth plans. 


main expertise. Integration would be 
tough and, therefore, it makes more eco- 
nomic sense for the two to operate sepa- 
rately,” says Deepak Ghaisas, CFO and 
CEO (India Operations), i-flex. This is a 
view echoed by Charles Phillips, presi- 
dent,Oracle. Market analysts, however, 
feel that Oracle will inevitably want to 
gain 100 per cent control. Indian market 
regulations make delisting a tedious 
process and Oracle may have decided to 
hold off for now, they say. 

In the immediate term, this bodes 
well for i-flex. On the product side, it will 
be able to leverage its new shareholder's 
clout to sell Flexcube on Oracle data- 
bases. On the services front, which con- 
stitutes 45-50 per cent of its revenues, it 
can straightaway pitch to Oracle's 8,500 
banking customers. “Many of them have 
not been approached for offshore ser- 
vices because Oracle did not have that 
capability. If we get even 10 per cent of 
that market, it is big business,” says 
Hukku. In anticipation, i-flex had com- 
missioned capacity expansions. 

To complete its portfolio of offer- 


ings, i-flex has also added a BPO piece. It | 


acquired Gurgaon-based Equinox last 
year, which provides platform-based 








services for the US mortgage market. It | 


me E. 


ó ` 


- 
A 
d 


whi sai hais deli 


HICE gU os 


ware project. 


y Q E CCOPTOALIDOD ANNAE 


TTTCTATT? OCYATZAIYE TS 





ORACLE 





plans to expand this business and in- 
tends to play in the high-end transac- 
tion processing and analytics spaces. 
Says Hukku: "With BPO, we've waited 3- 
4 years for people to start transferring 
core operations to India." 

But much of its success depends on 
how well i-flex balances three powerful 
ties. On one hand it has Citi. Though no 
longer a shareholder, Citi continues to be 
an important customer. It has just signed 
a five-year deal with i-flex for IT services 
which gives the Mumbai-based firm pre- 
ferred vendor status, (though on a pro- 
ject-by-project basis). Untill three years 
ago, almost 100 per cent of i-flex's ser- 
vices revenues came from Citi. 

Then, i-flex has its ties with IBM to 
consider. Hukku dismisses any conflict 
of interests arising. "The only area of 
overlap between Oracle and IBM is DB2 
(IBM's database). Ultimately, it will de- 
pend on what customers wants," he 
says. Though Oracle does compete with 
IBM on database and middleware tech- 
nology, it is also IBM's largest indepen- 
dent software vendor after acquisition of 
the Peoplesoft-JD Edwards combine. 

But the biggest challenge will be Ora- 
cle itself. From Oracle's point of view, i- 
flex fills the critical core banking gap in 
its applications portfolio. On the 
product side, i-flex stands to 
gain exponentially. The coming 
years will tell whether India's 
first product company will con- 
tinue to hold its own within the 
confines of the world's second 
company. * 


What Oracle 
: Sains 


Oracle is betting on i-flex to make inroads into the 
packaged applications market for banks, which is 
currently dominated by SAP If and when Oracle de- 
cides to integrate i-flex with itself, the process may 
prove tricky given i-flex's 5,500-strong headcount 

and the presence of a sizeable services business. 
Of course, Oracle's stated intent at the time of the 
acquisition was that i-flex brings on board an off- 
shore services business which it is keen on growing. 
Flexcube will also be part of Oracle's Fusion middle- 
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Why China 
could 
continue 
attracting 
more 
global 
Capital 
than India 
despite 
offering 
lower 
returns 
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The path of 





global capital 


OULDN'T you prefer to 
put your money in a com- 
pany that earns 27 per cent 
on its capital rather than 
one that earns 11 per cent? 
That seems like a no-brainer. Of course you 
would. And you know the popular reasons 
thatare regularly trotted out to justify such a de- 
cision: investors are profit-maximising mon- 
sters and capital markets are efficient and 
money goes where it earns the most and blah, 
blah, blah. Yet, global capital seems to be 
woefully misallocated. It is pouring into coun- 
tries (such as the US) that have relatively low re- 
turns on capital. Why? 

James Feyrer and Francesco Caselli of the 
London School of Economics recently pub- 
lished a paper that tries to explain this paradox. 
Their research is based on the concept of mar- 
ginal product of capital (MPK), which shows 
how much output goes up by when an extra 
unit of capital is added. It tells us a bit about 
how well physical capital is used in a country. 

Feyrer and Caselli say that the poor coun- 
tries have an average MPK of 27 per cent, while 
the rich countries have an average MPK of 
11 per cent. (These, by the way, are the very 
same numbers I have used in the opening sen- 
tence of this article.) Now, these higher MPKs 
should act as a magnet to draw capital into 
poor countries. But that's not happening in the 
real world. Itis the US which attracts a large part 
ofthe world's capital. The costs of this perverse 
outcome are substantial. Feyrer and Caselli 
estimate that the incomes of developing coun- 
tries would go up by 25 per cent if there 
were enough capital flows to them to equalise 
MPKs across the world. 

One possible explanation offered by various 
economists over the years is that poor coun- 
tries have to provide other complementary 
things such as an educated labour force or 
good infrastructure for them to attract global 
capital. Other economists say that global capi- 
tal stays away from poor countries because 





of their history of credit defaults. In effect, 
global capital markets are segmented in a fi- 
nancial apartheid. We are a bit like the high-risk 
finance companies that offer lip-smacking in- 
terest rates to depositors but are shunned by 
sensible investors. 

Both are valid explanations. Feyrer and 
Caselli offer a third one that is linked to the cost 
of capital. They say the core problem is that in- 
vestment goods in poor countries are too ex- 
pensive relative to consumer goods. Or, in their 
words: "The main reason for failure of capital to 
flow into poor countries is that what it pro- 
duces there is of little value, compared to the 
cost of installation." The financial returns on 
investments made in poor countries are 
abysmal despite their high MPKs. 

All this may look too technical to the unsus- 
pecting reader, but there are two good reasons 
why this research is significant. First, it helps 
us understand why China can attract more 
global capital than India does, despite offering 
lower returns on capital. (Feyrer and Caselli 
have not given us the MPKs of India and China, 
but the average return on equity of a large 
Indian company is almost twice as large as that 
ofits Chinese peers.) 

While alot of the debate on why India fails 
to pull in global capital is focused on gover- 
nance issues — everything from the lack of flex- 
ible labour markets to bureaucratic stone- 
walling — this new research shows that what 
matters are those things which complement a 
financial investment. China offers investors an 
educated labour force, very good infrastructure 
and low interest rates. Most companies realise 
this; the government doesn't. India is far less at- 
tractive on all three counts (though interest 
rates have declined in recent years). 

That said, there is still the second issue to be 
considered. Most of those who support globali- 
sation have failed to come to terms with its 
biggest paradox: the poor countries export cap- 
ital to the rich countries. It should actually be 
the other way round. (al 
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HERE is some fear and lots of 
apprehension in the PVR Ci- 
nemas head office in Gur- 
gaon, on the outskirts of 
Delhi. It is just a day after Re- 
liance Lands bought a major- 
ity stake in rival Adlabs for a 
whopping Rs 360 crore in the biggest 
media deal in years. A nattily dressed 
Ajay Bijli looks unconcerned. But the 
managing director of PVR has already 
cancelled a business trip abroad to con- 
fabulate with his team. “I am not going 
to change focus. We will continue to do 
what we are best at doing. We are a spe- 
cialised exhibition company that dab- 
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bles in distribution,” he says. 

At Rs 87 crore, PVR Cinemas is about 
the same size as Adlabs, in terms of 
screens and revenues. However, unlike 
Adlabs, which is into film processing, 
production and distribution, PVR is fo- 
cused on multiplexes. Now suddenly, 
Bijli’s rival has a Rs 250-crore fillip — the 
rest goes to one of the promoters — and 
the backing of Anil Ambani's Reliance 
Lands. It seems daunting against the Rs 
76 crore Bijli raised from the Russia- 
based Sun Group earlier this year. For 
PVR, the multiplex game is no longer 
about reaching 100 screens by 2006 be- 
cause Reliance Adlabs is targeting 1,000. 


BUSINESSWORLD 5 SEPTEMBER 2005 








*due for 2005 


Now Bijli is rethinking both, the 
speed of his expansion plans and his 
capital needs. In December this year, 
PVR will hit the stockmarkets for an ini- 
tial public offering (IPO) of Rs 150 crore- 
180 crore. There are also reports that Re- 
liance Adlabs is in talks to acquire PVR 
Cinemas. Expect it to look for more 
companies to acquire in its bid for scale. 

In publishing, the same fear has a 
different colour. The launch of DNA and 
Hindustan Times in Mumbai probably 
did not shake Bennett, Coleman and 
Company (BCCL) as much as the HT 
Media IPO has. In August this year, HT 
Media raised about Rs 400 crore, cata- 
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THE RS 1,700- 
CRORE THAT 
INVESTORS HAVE 
PUMPED INTO 
THE SECTOR IS 
CHANGING THE 
FACE OF MEDIA & 
ENTERTAINMENT 
IN INDIA. By Vanita 
Kohli-Khandekar 
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* Estimated ** GW sold 14.9% of its stake to Temasek *** RS 250 crore to the company and the rest to one of the promoters who exited 


N.A. = not available 


pulting it among the top ten media IPOs 
in Asia over 2004 and 2005. This follows 
two rounds of private equity funding 
and gives HT Media a valuation of Rs 
2,495 crore or over 90 times earnings. 
This is very worrying for the Rs 
1,808-crore BCCL, India’s largest media 
company. For decades, its biggest 
strength has been its cash reserves. 
BCCL has used it to batter Hindustan 
Times in Delhi, or bleed rivals in other 
cities. For decades, nobody could match 
its brute cash power. Now as investors 
fall in love with media and entertain- 
ment (M&E), the money wall is crum- 
bling. This is evident in the shift of re- 


gional newspapers into the bastions of 
national brands and vice versa. It is evi- 
dent in the mammoth raises BCCL gave 
its employees this year, the kind of peo- 
ple it is hiring. It is also evident in the ur- 
gency with which it is stitching up many 
issues on its agenda — media space-for- 
equity deals (called ‘private treaties’), 
joint ventures with foreign partners like 
BBC Worldwide and Dow Jones, and 
deals with investors like WestBridge-Se- 
quoia in Indiatimes. 

And the love affair between media & 
entertainment companies and inves- 
tors has only just begun. 

As investors’ interest in the sector 
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moves past its necking phase, it will ir- 
revocably change the landscape of the 
business in India. These are just the first 
signs of the domestic havoc it could 
wreak. First, a low-down on the affair. 

For years, investors have wanted to 
lay their hands on M&E companies in 
India. But everything from bad regula- 
tion to shy owners kept them away. As 
the over Rs 25,000-crore, old-fashioned 
industry expands plugging into the po- 
tential of a young market full of spen- 
ders, capital is reaching out to it at just 
the right time. 

In the first eight months of 2005, 
M&E companies have raised over Rs 








Anil Ambani, chairman, 


Anil Dhirubhai Ambani Enterprises’ «m 


1,700 crore in venture capital, private 
equity and IPO money. In 30 deals 
across the industry — spanning films, 
publishing, broadcasting and radio — 
companies are in hush-hush negotia- 
tions with investment bankers or doing 
road shows for their IPOs or courting 
other companies. Every week brings 
news of at least one deal, usually in pri- 
vate equity. On an average, BW gets a call 
a week from investment bankers look- 
ing for some of our past work on a media 
company or asking what we make of a 
company. Two of the top five deals in 
2005 — Reliance-Adlabs and Nimbus-3i 
— have been from the M&E sector. (The 
remaining have been in telecom, steel 
and liquor, according to India Advisory 
Partners.) 

The deals and IPOs in Indian M&E 
are among the largest across Asia. That 
makes India one of the most active M&E 
markets in the region after China and 
Korea. The only parallels to the Re- 
liance-Adlabs deal we could find were in 
Korean Cable deals or Japanese mergers 
and acquisitions (M&As). The only IPOs 
in Asia comparable with HT Media are 
Beijing Media (Rs 494 crore) and TV 
Tokyo (Rs 447 crore), both of which took 
place in 2004. “No other market has 
seen such an explosion of private equity 
in Asia,” says Vivek Couto, executive di- 
rector, Media Partners Asia, a Hong- 
Kong-based media consulting firm. 

Indeed, the biggest surprise is the 
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write, make, watch and listen to what- 
ever we want. So investors have variety, 
and the market has a depth unlike 
China or Korea. M&E has the potential 
to become to the Indian economy what 
telecom already is — a beacon of its 
strong economic fundamentals and its 
rising spending power. 

Each segment is now ready to realise 
this potential. Film companies have 
been corporatising for over five years. 
Publishers have broken out of their re- 
gional shackles; so have broadcasters 
who now have more options like direct- 
to-home (DTH) and broadband to sell 
TV signals. And radio is finally free of li- 
cence fees. There is an expansion hap- 
pening in almost every segment, push- 
ing the need for capital at around Rs 
3,000 crore-5,000 crore. While lots of this 
will come from internal accruals and 
debts, expect more deals. Many of these 
will be private equity investors picking 
up stakes in Indian M&E companies. 

By and large, the investment will fol- 
low the pattern that we have seen in 
2005. A bulk ofthe investment will be in 
areas of media infrastructure — the 
pipelines or distribution networks 
needed to supply entertainment or 
news. So the big money will continue to 
come in film retail (digital theatres and 
multiplexes), DTH and radio stations. 
Media infrastructure is largely about an- 
nuity-style, pay revenue-driven busi- 
nesses like multiplexes. To use the in- 
vestors’ language, even though their 
dependence of ‘content’ (films) is high, 
they make money from other things too 
like advertising and food. The other in- 


Reliance-Adlabs has 
actively been scout- 
ing for multiplex 
and film processing 
companies 
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private equity action. As a proportion of 
the total private equity action across 
Asia, M&E has remained one per cent or 
so for the last 2-3 years, according to 
Asian Venture Capital Journal (AVCJ) 
data. Last year, the sector in India 
formed roughly 5 per cent of all private 
equity deals. That figure has already 
doubled this year. “2005 is turning out to 
be a blockbuster year for media sector 
investments,” says Arun Natarajan, edi- 
tor, TSJ Media. It tracks private equity 
and M&A deals in India and Indian- 
founded companies worldwide. 

What makes India attractive is not 
just size or spending power, but its cha- 
otic democracy. It means we can read, 


Why is Media& «4 


- ...because we spend more time on media 


WEEKDAY MEDIA 2000 2001 2002 2003-04 2005 


*measured in minutes for weekdays, sample comprises All India audience aged over 12 
Source: Hansa Research 
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vestors choice will continue to be stable 
ad revenue-driven businesses like pub- 
lishing. Television broadcasting, a ma- 
ture business which is a combination of 
both, has seen a lot of private equity ac- 
tion already. This segment will see more 
M&As. Investors’ third option is a com- 
bination of old and new media like 
BCCLs Indiatimes. The portal is at the 
crossroads of convergence — it is into 
advertising, mobile dating, e-com- 
merce, sells ringtones, promotes films, 
and is now beta testing a broadband site 
to download films. 

“The investment community is just 
about waking up to media,” says Ma- 
hendra Swarup, CEO, Indiatimes. 

There are two reasons for this, prof- 
its and returns. On the back of rising ad- 
vertising and pay revenues, operating 
margins of a bulk of the listed M&E 
companies have risen to anywhere be- 
tween 15 and 100 per cent over the last 
three years. That is the big difference 
from 2000, when the sector titillated in- 
vestors only to disappoint (See ‘Flash- 
back’, page 40). “There is a re-rating of 
the sector. It is finally giving returns to 
investors,” says Kapil Bagla, executive 
director, Centrum Capital. NDTV's mar- 
ket capitalisation has risen 3.4 times 
since it raised money through an IPO in 
May last year. Deccan Chronicle has al- 
most doubled, so has Shringar Cinemas 
and several others (See ‘... And The Sec- 
tor Is Finally Giving Returns’). 

Private equity investors seem to be 
finding what they want too. Most have 
a benchmark of 15-35 per cent internal 
rate of return over 4 years or so. Many 








HT Media ranks 
among the top 10 
media IPOs in Asia 
in the last two years 
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Shobhana Bhartia. vice-chairperson, Hindustan Times 


Indian M&E companies offer it. GW 
Capital sold 14.9 per cent of its 26 per 
cent stake in Shringar Cinemas (bought 
in 2000) to Temasek recently. It made 
what it makes on an investment in any 
other sector — a 30-33 per cent internal 
rate of return. “It has been a very prof- 
itable investment. We are happy 
with the returns," smiles Vishal Nevatia, 
CEO, GW Capital. 


What M&E Is Worth 


“Media is completely undervalued in 
India. Even now, everybody is valuing 
their companies — not their media as- 
sets. These are long-term assets," asserts 
Haresh Chawla, chief executive, Televi- 


Entertainment so hot? 
„and the sector is finally giving returns 
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L i | 
sion Eighteen. Are they overvaluing it? Is 
media simply getting the benefit of an 
overheated stockmarket? Yes, to some 
extent. But while that explains the rise in 
market capitalisation, it still doesn't ex- 
plain why private equity investors — 
usually more conservative than IPO in- 
vestors — are getting excited. "The mar- 
ket goes by sentiment and stories like 
these (Reliance-Adlabs) create a posi- 
tive sentiment,” says Chandir Gidwani, 
vice-chairman, Centrum Capital. 

We asked some sceptics like Donald 
Peck, head, Actis. "There is too much 
hype (around media); it is too over- 
priced," he says. HT, for example, has 
been valued at a higher price-to-sales 
ratio than The Washington Post or The 
NewYorkTimes. For a Rs 634-crore com- 


| pany which has made only Rs 27 crore in 
| net profits, howis that justified? Analysts 


CURRENT | 


note that India and China are the only 
markets in the world where newspaper 
circulation and readership is growing — 
and that shows in HT's valuation. What 
investors are betting on is the growth 
potential of a stable paper like HT. “We 
should have the ability to see profits 
grow disproportionately. We see that in 
publishing. HT is headed to become one 
of the top newspaper companies in In- 
dia," thinks Ajay Relan, managing direc- 
tor, Citi Venture Capital. It picked up a 7- 
odd per cent stake in HT Media in 2004. 
Much of all this has to be put in pers- 
pective. Fact is M&E is small in India and 
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: action 


B in Asia. Take a look. 
B JAPAN: Jupiter Telecommuni- 


e : largest multi-system operator 


: v (MSO) in Japan, its net proceeds 
E from the [PO in March — coordi- 
B nated by Goldman Sachs and Nikko 


 Citigr oup — was $795 million. 


| Liberty Media/Sumisho Super 


ES Media (53 per cent). On the day of 
@ its debut on the Jasdaq Securities 
| Exchange, J:COM closed at $180. 


= CHINA: On its debut in the US 
zs | market on 5 August 2005, 

B China's largest Internet search 
B company Baidu.com saw its 
BS shares close at $125.54 — up 
‘almost 365 per cent from its 
IPO price of $27. This was the 
E largest one-day gain by a for- 
eign company listed in the US, 
and the biggest spike from an 
| IPO in the US in five years. The 
| IPO was led by Goldman Sachs 
! Í and CSFB. Post IPO, the com- 
of pany is 25 per cent owned by 
E venture firm Draper Fischer 
and 23 per cent owned by 
e | founder-CEO Robin Lee — 





A across Asia helps put all the 
in India in perspective. The 

i factis we are very small, compared 
| with some of largest deals and IPOs 


g cations (J:COM) is topping the list 
B of media IPOs in Asia this year. The 


B. COM is held by John C. Malone’ 


ISSUE DATE 


Google also owns a 2 per cent stake 
in it. Baidu has raised $89 million in 
net proceeds from the IPO, which 
will be largely used to invest in 
research, new products, network 
expansion, marketing and acquisi- 
tion. The company had net sales of 
$13.4 million and a net income of 
$1.5 million, as on December 2004. 
@ Focus Media, which has the 
largest out-of-home, audio-visual 
media network in China, traded up 
19 per cent on its debut on the 
Nasdaq on 13 July, closing at $20.20. 
This entailed a market capitalisa- 
tion of 749 million. The IPO, coordi- 
nated by Goldman Sachs and 
CSFB, raised $196 million in gross 
proceeds (net: $118 million), which 
will be used to fund build-out and 
expansion in China. 
KOREA: CJ CableNet, Koreas third 
largest cable MSO, announced a 
$161-million investment from a 
group of companies on May 30. 
With this transaction, about $500 
million in new funds have been 
invested in the Korean cable distri- 
bution and programming space | 
over the last 18 months. This has 
been driven by both foreign private 
equity and local conglomerates. 
Courtesy: Media Partners Asia and | 
Thomson Financial | 





the size of the deals is even smaller, 
compared with anything in any other 
sector in India or Asia. For all the hoopla 
about the HT Media IPO, it is only one- 
tenth the largest media IPO in Asia in 
2004 and 2005 (See 'The Big Money in 
Asian Media). Jupiter Communica- 
tions, a Japanese media company, rai- 
sed over a billion dollars. The Bharti- 
Warburg Pincus deal, which pushed 
Indian telecom to the forefront, got a re- 
spectable $1.1 billion for Warburg — 
against the $300 million it spent. That is 
almost four times the total size of all the 
action in the M&E sector this year. So the 
size ofthe action relative to say telecom, 
arguably theonly comparable sector, re- 

mains small. Bear in mind though that 
going by the standards of the M&E, the 

volumes and value of the deals are large. 

Individual deal sizes are, however, 

small. That is because the business itself 
is fragmented. Its Rs 25,000-crore size 

means little since most of it is splintered 
in tiny fragments. Even the fifth largest 


| media company in the world, News 


Corporation is four times the size of the 
Indian M&E industry. The deal sizes are 
small also because the smaller compa- 
nies are approaching investors. The 
larger, more profitable ones aren't han- 
kering for equity capital yet. BCCL, 
Sony, Star India, Sun TV are what invest- 
ment banker fantasies are made of. You 
could counter this by saying that the in- 
vestment already coming in would 
make it bigger and force the big guys in 
the industry to enter. 

But will that happen, are investors 
making good choices, or will 2005 be a 


Top media IPOs in Asia in 2004-05 
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repeat of 2000? And if the big guys are 
not coming in, what are these choices 
based on? 


Laws Of Attraction 


From the looks of it, investors are going 
for strategic fits with businesses that 
have a certain scale. More importantly, 
they are valuing companies more realis- 
tically. In several cases, the valuations 
are lower than those from earlier 
rounds. When Adlabs hit the primary 
market in 2000, it was valued at about 50 
times its puny Rs 5 crore in net profit. 
Now, at Rs 21 crore in net profits, it got a 
valuation of Rs 700 crore or 14 times the 
earnings for a majority stake. Why? "If a 
large company like Reliance wants to 
enter the sector, it is good," thinks Man- 
mohan Shetty, managing director, Ad- 
labs. Therein lies the story of why Am- 
bani wanted Adlabs and why investors 
are attracted to M&E. 

Going by the size of Anil Ambani's 
other businesses, the deal is small. Yet 
he spent a long time trying to calm wor- 
ries within Adlabs. In negotiations that 
lasted well over a month, the chairman 
of Anil Dhirubhai Ambani Enterprises 
insisted on spending time with every se- 
nior official from Adlabs, according to a 
person close to the deal. In a chat with 
Pooja Shetty, Manmohan's daughter 
and the head of Adlabs' multiplex busi- 
ness, he was emphatic that she had to be 
with him on this. That he would call off 
the deal if she wasn't convinced. Part of 





it may have been posturing, but part ofit 
is real strategic fit. 

Shetty's networking within the film 
fraternity, his clout and the respect he 
commands are legendary. Adlabs is one 
of the cleanest film companies — that 
counts for a lot in this business — and 


almost everyone in the film industry | 


owes Shetty one. That is because he usu- 
ally part-finances 90 per cent of Hindi 
films since his company processes the 
prints of almost all of them. Remember, 


producers are usually in no shape to pay | 
| Capital, explains this with two exam- 


by the time the film is complete. 
“Reliance Dhirubhai Ambani Enter- 

prises will straddle the entire digital 

value chain across media and entertain- 


ment,” says its spokesperson. If that is | 


the target, then Adlabs fits the bill better 


than most other film companies. It is far | 
| true for any business. So why is M&E 


more integrated than say a Yash Raj 
Films or a UTV, and has a portfolio of 
businesses that fits Reliance better. It is a 


processing company, a production hou- | 


se sitting on some of the best projects in 
India, controls about 50 digital theatres 
and 25 multiplex screens. It has the po- 
tential to become the Wal-Mart of film 
retail in India. For that it needs lots of 


capital and project management skills, | 


which is where Reliance comes in. 
On the other hand, Reliance Info- 


comm has 500 Web Worlds, plans to del- | 
iver entertainment on handsets, TV or | 


the Netviaits broadband network. It has 


applied for a DTH licence and plans to | 





bid forradio stations. Almost everything | 
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it does or plans to do will use Adlabs co- 
ntent, retail infrastructure and network. 


Looking For Stability 


That is the first reason why this round of 
action seems sound. “The change from 
2000 is that investors are wiser; they look 
deeply at a company,” thinks Bijli. This 
time, there are bigger players coming in 


| to pick up a share in companies that 


have already achieved a certain scale or 
stability in their business. Ashish 
Dhawan, managing director, Chrysalis 


ples: “Movie exhibition is at a stage 
where there are 3-4 players with 30-50 
screens, and they want to take it to 100- 
200, (whereas) publishers need a war 
chest to take on competition.” 

You could argue that this could be 


getting this attention? Because, for 
decades, the revenues in various seg- 
ments could never be tracked. Take 
films; of the Rs 4,000-odd crore col- 
lected at the box-office, just about Rs 
2,500 crore or so shows up. The rest leaks 
out. Organised film retailing, read mul- 
tiplexes or digital cinemas, sucks more 
money back into the system, gives bet- 
ter revenues and therefore returns. The 
evidence is there in the fact that the 100 
new screens already up in large cities 
now bring in over 30 per cent of the total 
box-office receipts for a film. That is a 
disproportionately high share out of 
12,000 screens. It is such proof that 


Ajay Bijli, managing director, PVR 


ICICI was one of the first venture firms to take a 


bet on entertainment with a 34% stake in PVR 
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Now you can stay in touch with urgent business matters 
instantly, with HutchMail. HutchMail provides you complete 
and secure access to Microsoft Exchange and Lotus Notes 
from your desktop, straight to your Hutch phone. 

Moreover, HutchMail ensures that all your emails reach you 
without delay, while roaming on Hutch within India, and 
through our partner networks across the world. 

Here are some benefits of HutchMail: 

= Wide handset support 

HutchMail is available for a range of phones including Nokia, 
Sony Ericsson, Windows Pocket PC & Windows smartphones. 
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Even if your handset does not support this service, you can 
still access basic emails via GPRS or SMS. 

= Real-time delivery 

This feature ensures any new emails and calendar entries 
reach your phone the moment they reach your mail server. 
You can then create, view, reply, delete and forward them in 
real-time and in sync with your server, 

= Attachment support 

HutchMail enables you to receive, view, save, edit and send 
Word, Excel, PDF and PowerPoint attachments as you would 
on a computer. To check if your handset supports these 





attachments, just visit www.hutch.co.in 

= Unified view 

Any change in your email or the calendar data is 
instantaneously synchronized with the server. So you 
always have the same view of your data, both in and out of 
the office. 

= Low cost of ownership 


HutchMail uses existing IT and telecom systems to increase 
the utility of your existing handsets. 

= HutchMail subscription & costs 

HutchMail is available to you at the following three 
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- any email on your Hutch phone. 





monthly subscription plans: 
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www.hutch.co.in or mail us at hutchmail@hutchindia.com 
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A TRY is there so much scepticism about media and enter- 
& f. tainment (M&E) stocks? If you ignore the stockmarkets for 
S 7 © amoment, you'll notice that the fundamentals of the busi- 
B ness have never been in better shape. For one, as V. Devarajan, chief 
E financial officer, Balaji Telefilms, notes: "The spending pattern of 
| indians has changed.” KSA Technopak data shows that the share of 
(| M&Ein the consumers shopping basket went up from 9 per cent in 
B 1999 to 14.3 per cent in 2003. So why are investors noticing it now? 
BO They had noticed and responded to it earlier, but to disastrous 
E results. That should explain the current skepticism. 
| In 2000, when film companies began corporatising, there was a lot 
of interest in M&E. Mukta Arts, Pritish Nandy Communications, 
Adlabs among others raised money. But many failed to perform and 
B the scrips started sliding down. One reason was investors’ immaturity, 
E especially in understanding the companies and segments. The second 
E was that most companies that had listed were film production hous- 
E es Globally, studios or film production companies do not use IPOs for 
ES capital because of the unstable nature of the industry. They opt for 
| E. project finance or debt. With these options unavailable in India, many 
B hit the markets without understanding what it involved — corporate 
B governance, scaling up and lots of investor expectations, 
Things changed in India with the TV Today and the NDTV listing. 
| Both consistently delivered on operating margins and stock price 
BU returns, and forced the attention back to the sector. Add Balaji and 
E Television Eighteen, earlier listings, that were doing well. 
— There has been a re-rating, not only because cash flows have 
E increased, but because more stable players are coming in,” says Amol 
BE Dhariya of Karvy Investor Services, Kapil Bagla, executive director, 
E Centrum Capital, links it also to the rise of mid-cap stocks. Soon, mur- 
| murs turned to a clamour and IPOs like Deccan Chronicle, Cyber- 
| media and UTV were oversubscribed. Finally, “The Reliance-Adlabs 
f deal put fuel into the fire,” says Shravan Shroff, MD, Shringar Cinemas. 


makes investors positive about the 
three hot multiplex players — Adlabs, 
Shringar and PVR Cinemas. 
. The story in publishing is different, 
and yet similar. It was always clear that 
| publishing companies were a good bet as 
B circulationstend tobestable. So advertis- 
| ingrevenues for most of the top compa- 
| nies, abulkofthemunlistedand privately 
| held, would crash only if publishers did 
| something unimaginably stupid. Yet, two 
| factors, publishers’ lack of hunger and 
| the restriction on Fils, kept investors 
| away from publishing companies. 
| — Itwasonly after Flis were allowed in 


that the market greeted the Deccan 
Chronicle IPO with a roar. “What is dri- 
ving valuations is foreign investment. 
The moment you open up the sector to 
foreign capital directly, the Indian funds 
also open up,” says Farokh Balsara, in- 
dustry leader, media and entertainment 
practice, Ernst & Young India. 

That is the second reason why this 
round is more solid than 2000. Foreign 
investors have tasted the other big mar- 
kets in Asia and are clear why they want 
India. While Korea saw some big deals 
last year, they have been in the areas of 
broadband and cable. Now, “there is not 
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much left to pick up (in Korea)," says 
Couto of Media Partners Asia. Except for 
China, all the other markets are very 
small, so the growth upside can't match 
Indias. "The big difference in China is 
that the markets are 5-10 years ahead," 
says Paul Mackintosh, editor, Asian Ven- 
ture Capital Journal. 

Indiais undergoingthe same growth 
cycle that China did 10 years ago in pri- 
vate equity, the big difference being ease 
ofentry and exit. "India is a much more 
mature buyout market because of the 
depth ofthe legal and financial markets, 
because the investments are not hap- 
pening in government companies or in 
companies owned with the govern- 
ment. So it is easier to get full control," 
Mackintosh points out. 

There are too many restrictions on 
media ownership in China. In print or 
TV, most investors make do with joint 
ventures with state-owned enterprises. 
And private equity action in China has 
been smaller owing to the regulatory is- 
sues. The IPO action is more significant 
as companies hive off their advertising 
divisions into separate entities to cir- 
cumvent regulations that prohibit list- 
ing of editorial or content operations. 
For example, publishing group Beijing 
Media Corp. listed its shares in Hong 
Kong in December 2004. It comprises 
the advertising operations of leading 
daily newspaper Beijing Youth Daily 
and three smaller titles, 

So far, China has seen little strategic 
investment, and almost nothirig in con- 
tent — a key part of the media business. 
"India is seen as a big content driver," 
says Couto. A Balaji or UTV Software 
kind oflisting is unheard ofin China and 
many other markets that are not 
democracies. China has a yawning de- 
mand-supply gap in content. For every 
10 hours of content needed for Chinese 
films or TV, they have only one hour. 
Except for cheap action films or histori- 
cals, the Chinese entertainment indus- 
try cannot try its hand at anything 
else. So though there is a lot of money 
coming into infrastructure, it becomes 
very difficult to monetise those assets 
without enough software. That severely 
limits investors' options there. On the 
other hand, investment in media infra- 
structure in India is underscored 
by strong ‘content’ — read films, 
TV software, music and other indus- 
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tries. Monetising the networks is there- 
fore not a problem. 


The Wet Blankets 


If democracy works to our advantage, 
the ad hoc nature of India’s media policy 
is a total dampener. Despite the recent 
positive moves, fact remains that the 
government has peculiar ideas about 
how media policy must work. In radio, 
the most local of all media, private oper- 
ators are not allowed to broadcast news. 
That seriously hampers their ability to 
get retail advertising and make money. 

In the case of DTH, the policy limits 
investment from a broadcaster to 20 per 
cent, and foreign investment to 49 per 
cent. For a project that could cost Rs 
1,000 crore-2,000 crore, this seems silly. 
More importantly, if you consider that 
cable and DTH is about media infra- 
structure needed to monetise the pay 
TV market in India, you realise why we 
should actually incentivise it. 

"Policy has to separate infrastruc- 
ture from content; infrastructure is 
about capital play," suggests Nitin Atro- 
ley, president, corporate affairs, Star In- 
dia. China recognises that. Most firms 
are free to list abroad and raise foreign 
equity in non-content businesses. And 
Chinese companies like Baidu or Focus 
Media have already listed on US bourses 
at very high valuations. The big fear, es- 
pecially among broadcasters and film 
companies in India, is always what the 
next information and broadcasting 
minister will change. 

The second big concern is “manage- 
ment bandwidth’, thinks Mahesh 
Chabbria, head of investment banking 
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GW Capital is happy with 
its returns on Shringar 
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How each media segment is different 








PUBLISHING BROADCASTING | FILMS 
> STABLE, AD REVENUE * AD AND PAY REVENUES > PAY, F&B AND AD REV- 
DRIVEN BUSINESS ARE EQUALLY LARGE ENUES DRIVEN 





> MANY STRONG AND 
PROFITABLE REGIONAL 
BRANDS 





> MOST COMPANIES ARE 
CONSERVATIVE AND 
CLOSELY HELD 


at Enam Financial Consultants. He 
points out that as capital becomes eas- 
ier to access and scaling up is possible, 
the ability of owners to manage larger, 
more complex businesses is a real issue. 
Zee is a prime example of a company 
that has lost over half a dozen chiefs be- 
cause the division of power between 
founder-chairman Subhash Chandra 
and the men or women who ran the 
company was never clear. "The ques- 
tion is of maturity of the Indian media 
business. We have a long way to goon 
corporate governance," says Balsara. 
That, says Mackintosh, is a standard 
problem across Asia where companies 
are not used to be being questioned by 
shareholders. It will be fixed only as we 
go along. Zee and BCCL, among several 
other companies, routinely hire consul- 
tants to shape up processes and deal 
with the risks ofa growing business. 


The Happy Ending 


As a mixture of fear, expansion and cap- 
ital work their way through the industry, 
there will be more competition, fiercer 
battles, accelerated expansion plans or 


Vishal Nevatia. 
GW Capital 
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> COMPETITIVE AND 
MATURE, WITH LARGE 
BROADCASTERS 


> FRAGMENTED CABLE 
DISTRIBUTION HOLDS 
BACK GROWTH 
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ITABLE, TECH-SAVVY 
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> NEED TO RAMP UP 
| SCREEN COUNTS FASTER 





even new ones. For example, The Times 
Of India will move to Chennai much 
faster as two new papers woo readers in 
its Mumbai bastion. The Hindu will 
eventually have to move to Mumbai and 
Delhi and so on. (See ‘Breaking News’, 
BW, 28 March 2005). There will be a 
move towards more local and regional 
media and bigger cross media con- 
glomerates. Currently, the only serious 
contenders for that title are Zee Tele- 
films and Sun TV. 

But the biggest most important 
change this round of capital infusion 
will bring is a move towards greater de- 
pendence on pay revenues across the 
spectrum of M&E industries. This 
would follow the surge of investment in 
media infrastructure (multiplexes, 
DTH), and is likely also because of the 
variety it will bring. Mumbai, which had 
all of one major English newspaper to 
choose from, now has three. So con- 
sumers will have more choice, like in TV. 
‘As people exercise a choice, they will be 
willing to pay more,” thinks Atroley. In 
many segments they have had their fill 
of advertising-subsidised media. For ex- 
ample in TV, sated with more than a 
decade of ad-supported TV, millions of 
upmarket homes are looking forward to 
many more DTH operators, so that they 
can watch exactly what they want. 

In films, consumers are already pay- 
inganaverage of Rs 50-100 fora ticket. As 
ticket prices in multiplexed small towns 
go up, expect that to rise further. Con- 
versely in radio, they may not be willing 
to pay because they haven't had their fill 
of ad-financed radio yet offering the va- 
riety that TV, for instance, has been. 

Consumers are going to have a 
lot more fun, before besotted investors 
see those returns. is 
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RINIVAS Pothapragada has 
never been busier. The CEO of 
sanovi Technologies has been 
inundated with incessant 
calls since the killer Mumbai 
rains. Quite natural. He heads 
a business continuity and disaster re- 
covery service company. 

Pothapragada's firm develops soft- 
ware that helps manage and test clients' 
business contingency plans. Recent 
tragedies like the tsunami, the Mumbai 
floods and the London blasts — cou- 
pled with regulatory pressures from the 
RBI, Sebi and the Sarbanes-Oxley Act 
(which applies to Indian firms dealing 
with US companies) to back up data — 
are bringing in good business for people 
like him. The perceived threat is making 
customers demand better and cost-ef- 
fective business continuity services. 

This year, Pothapragada expects or- 
ders worth Rs 260 crore, a 333 per cent 
jump over the Rs 60 crore he made last 
year. "Before the Mumbai floods, 20 per 
cent of companies had some kind of a 
business continuity plan in place, 40 per 
cent were talking to service providers 
about it and the rest of the 40 per cent 
had thought about it, but hadn't done 
anything," he says. 





After Mumbai's freak downpour, the | 


40 percent who were in talks are rushing 
to finalise them, and the 40 per cent who 
were merely thinking about it are plac- 
ing requests for proposals. And it is not 
just Pothapragada's Sanovi, but other 
Indian companies too that are experi- 
encing the same flurry of calls. 

India and China are the fastest grow- 
ing business continuity (BC) and disas- 
ter recovery markets in Asia Pacific, ac- 
cording to industry estimates. A recent 
International Data Corporation (IDC) 
study says the BC solutions market in 
India for the year 2004 was $47.2 mil- 
lion. That figure, according to other 
rough market estimates, is growing 








DISASTER 


The business 
of business 
continuity 
and disaster 
recovery in 
India has 
started to 
mature. Are 
they able to 
Cut costs? 


By Nelson 
Vinod Moses 


anywhere between 40-50 per cent year- 
on-year. "No doubt, growth will con- 
tinue for the next five years. But per- 
haps, more so, due to recurring 
operating costs rather than just capital 
expenditure," says Akhilesh Tuteja, di- 
rector, KPMG. 

However, any runaway growth has 
to face market realities. Currently, most 
BPO firms have enormous pressure on 
their margins. Billing rates are falling 
and salaries are rising. Expensive mea- 
sures like business continuity and disas- 
ter recovery are imperatives. The costs 
of such safeguards can be prohibitive, 
but there is no other way out. “A lower 
margin business, but with higher busi- 
ness continuity capabilities has a better 
chance of sustenance in the long run," 
says Sreeram lyer, group head, Scope 
International, which is Standard Char- 
tered's shared service centre. 
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Caught in the pincer, companies are 
searching for innovative ways to max- 
imise their business continuity without. 
huge investments. Unfortunately, like 
insurance, investments here cannot ex- 
pect returns. "It is not practical to expect 
return on investments and it is not the 
right approach. It should be viewed as a 
strategic investment, says Ajith 

Sankaran, manager (software and ser- 
vices research) IDC India. 

But that hasn't stopped 

firms from seeking more for 
every rupee spent. A look at 
four strategies being used. 
Getting Priorities Right 
Any data that rests only on 
the network needs to be 
backed up. Any business or 
service that has to be avail- 
able 24 hours a day, seven 
daysaweekand365daysa | 
year needs to have redun- 
dancy built into it. Most 
firms prefer a hot site (that 
backs up data on a real time 
basis). An expensive prop- 
osition. And that's where 
consultants like IBM and 

KPMG make their money. 

They help firms figure out 

a risk versus cost frame- 

Work. Setting up such a 

system is not simple. Says 

Vivekanand Hable, head 

(IT), Kingfisher Airlines: “It is 

not a plug-and-play exercise. It 
requires detailed study." 

Perhaps the two most important 
questions that determine cost and ef- 
fectiveness are: how far back in time 
does data need to be recovered after a 
disaster occurs, and how much time can 
pass before it is recovered? Recovery 
point objective' and 'recovery time ob- 
jective' are the industry terms for these 
two factors. Determining these two ob- 
jectives and categorising data could 
lead to a better understanding of pro- 
tection and reduce costs. 

Insurance companies like Royal 
Sundaram Alliance Insurance, for in- 
stance, copy their data from disk to disk 
on a real time basis at their own loca- 
tion. They then deposit the data at the 
end of the day at an alternative disaster 
recovery site in another city. Says Ajay 
Nair, CTO, Royal Sundaram: “Our recov- 





ery time objective is less than 24 hours, it 
does not have to be an instantaneous 
fail-over (when disaster strikes). If the 
business demands, going forward we 
can make incremental investments to 
even enable an immediate fail-over.” 

Similarly, banks do not have to em- 
ploy a hot site to have synchronous 
back-ups of all data for all functions. 
Only functions that constantly need to 
be online like ATMs, core banking appli- 
cations and Internet banking need to be 
hooked to the site. 


Making The Data Sweat 


A lot of data sits ‘idle’ in recovery sites. 
But it can be made useful if it is mined 
and analysed. For example, a bank 
could mine data about its account hold- 
ers to come up with better services. “Idle 
protection can be turned into active 
protection. Business intelligence tools 
can be deployed,” says Jon Murray, Asia 
Pacific practice leader (business contin- 
uance), EMC. 

Secondary sites can also assist with 
planned down-times. Usually, compa- 
nies do not fully understand the finan- 
cial implications of planned down- 
times, which make up over 80 per cent of 
all down-times. Instead, they are often 
simply focused on down-times caused 
by disasters. Yet, when new software is 
being tested or new patches are being 
run, the data from the second site can be 
used to keep operations running. 
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s programme, and 10 per cent who 
: have a plan do not test at all. 


How prepared 
is India Inc? 


HE business continuity plan- 
| ning and disaster recovery 


systems of banks in the coun- 


try were put to the first real test by 
. the Mumbai floods. And many failed. 


Though, the RBI has highlighted the 
need for banks to develop the capa- 
bility to deal with disasters, banks 


| don't seem to be well prepared. 


A 2005 study of 13 banks in In- 


. dia by Ernst & Young revealed the 
. following. About 64 per cent of 
- banks understand business continu- 


ity and disaster recovery, and are 
able to distinguish between the two. 
Thirty-three per cent do not have a 
formal plan in place. And 36 per 
cent have a document that explains 
how prioritised units need to recover 
when disaster strikes. 

Further, nine per cent have a 


. common understanding of what is to 


be done during fire and earth- 


» quakes. Only 30 per cent of those 
surveyed have an arrangement 


where there is a link to the alterna- 


. tive site which hosts a disaster site. 


Only 58 per cent have gone ahead 
and defined roles for their person- 
nel, 28 per cent have a succession 
plan for their key executives. Only 
50 per cent had a formal training 
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Outsourcing 
Companies have range of models to 
choose from. They could invest in their 
own data centres as UTI Bank has done, 
or opt for an end-to-end outsourcing 
deal like Bharti signed with IBM. Several 
options fall between these two. "Out- 
sourcing can be done from the idea of 
lowering costs, staying ahead of the 
technology curve, and better manage- 
ment," says Pronish P. Jain, country 
manager (business resiliency and conti- 
nuity services), IBM Global Services. 
Service providers like Reliance Info- 
comm (RIL) are providing companies 
with a la carte services ranging from 
hosting services to managed storage 
services. Some of its 20 clients, espe- 
cially those in the banking space, prefer 
to own and manage their infrastructure. 
"There is an obvious cost advantage 
to outsourcing, as there is no huge capi- 
tal expenditure costs involved, the cus- 
tomer pays only for what he uses and 
can scale up his requirements depend- 
ing on his business needs," says Sunil 
Gupta, head (marketing and business 
operations), Internet data centre, RIL. 
“Companies prefer to convert busi- 
ness continuity and disaster recovery 
into variable costs rather than carry 
them as fixed costs,” says the CEO of a 
large BPO firm based in Chennai. Com- 
panies today seem to favour a slow move 
towards outsourcing, but "adoption is 
on par with their global counterparts," 
adds Gupta. 


Co-location 
What about companies that 
have already made significant 
investments to own and man- 
age their own data centres? Can 
they minimise operating costs? 
Says Satyanarayana Sura, V-P 
(IT) and head of disaster recov- 
ery site, UTI Bank: "Costs can be 
minimised by one or two banks 
having the same technology op- 
erating in one building but 
managed separately. Building 
maintenance costs can be 
shared, this would reduce oper- 
ating costs by half." 
Hypothetically, UTI can save 
up to Rs 1 crore in operating 
costs using this method. Expect 
more such  out-of-the-box 
solution. a 
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fare airlines is busy pleas- 
ing the masses, Manav 
Singh is chasing the rich. 





One Air, offers time- 
shares on personal jets: all the prestige 
of flying to lunch in Mumbai after your 
business meeting in Chennai, but with 
none of the hassles of keeping a flight 
and maintenance crew on the payrolls. 


Though the first service of its kind in 


India, Singh is certain to meet some 
pent-up demand. Currently, 33 charter 
plane operators cater to industrialists, 
political parties and others who can af- 
ford about Rs 3 lakh for a quick jaunt 
from Delhi to Mumbai. It's a highly frag- 
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TRIBHUWAN SHARMA 


HILE the new flockoflow- | 


His new company, Club | 


mented industry with most operators 
having a fleet of just one or two planes, 
so flights must be booked well in 
advance. Only a few months ago, Bill 
Marriott (of the Marriott hotels) had a 
tough time getting a plane during his 
India sojourn. 

Perhaps that’s why big businesses 
like Reliance have their own aircraft. For 


| businesses who arent behemoths 


though, owning and maintaining an 


Club One Air offers 
Indians the chance 


to partly own a 


personal jet. Will 
others soon follow? 


_Time-share in 





AVIATION 


aircraft is simply too expensive and 
too troublesome. 

Manav Singh, who also runs 
charter flights and has almost a 
decade of experience in aviation, 
wants to give Indias high-flyers 
another way of reaching their far- 
flung appointments — what is 
known as fractional ownership. 

Typically, a plane has about 800 
flying hours a year. In Club One's 
model, these hours are divided 
into small shares, or ‘fractions’ 
The minimum fraction offered is 
100 hours (for those who prefer 
hard goods, that's about one eighth 
of the plane), with 150-hour and 
200-hour slots available as well. 
For more time, customised options 
are allowed. 

And what exactly do you buy 
with your hours? Delhi-based 
Club One now has three Cessna 
aircraft (a Citation Excel, a Citation 
II and a Citation S-II), with seven 
more joining soon. They come p. 
equipped with the latest avionics, E 
multimedia facilities as well as a | 
pantry which can cater to the own- "S 
ers' tastes. But the key advantage ~ 
for businesses like Club One is 
ratherunglamorous—itssafety. | 

Employing expert mainte- | 
nance and flight staff and keeping £ 
up with stringent safety norms for ; 
just one plane is a big headache. F 
With professionals handling their 
entire fleet, Club One's customers 
will never have to worry about pay- 
ing parking fees or ordering ob- 
scure engine repair parts. Singh 











Manav Singh in Delhi with a 
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"Cessna Citation II in his fractional 


ownership fleet. i 
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7 seater 


Rs 2.25 crore fora | 
nd ji snare for 10 years | 


Rs 45,000 : 55,000 per 
hour of fl vent 


Rs 54 lakh per year 


Comparison: 
fractional vs owned 


Cessna C Il under 
fractional ownership 


A fully-owned 
corporate jet* 


| 8 seater 
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Rs 52.8 crore 
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Rs 4 crore per year 


(for chau share) 


i 
Aircraft on call without | 
maintenance worries | 


Less time available 
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400 - 450 per year 


"roughly the same size as Cessna C ll. ** cost per hour of flight 


*** includes facilities, insurance and staff costs 


has 15 pilots and 110 employees overall. 
“A big challenge for us will be to per- 
suade our current clients to shift from 
chartering to being fractional owners," 
says Singh. "I am personally involved in 
marketing the concept and make regu- 
lar calls on customers with safety and 
reliability being our key marketing 
planks." He aims to have 40 clients by 
the end of this year, but expects that the 
market is much larger and sees himself 


2 selling 100 shares in two years. 


While charters have to be booked 


months in advance, for Club One a sim- 


i : ple two-hour notice is sufficient. Singh 








es believes, like other fractional ownership 
. companies, that it is likely that cus- 
tomers won't all ask for the same planes 


|... atthesame time. However, if there are 
-. ; Scheduling conflicts, he plans to fly in 





_ extra planes that he owns from other lo- 
.. , cations at his own cost. Even without 
. Scheduling conflicts, the actual aircraft 


that an owner may be given depends 
upon the availability and on the require- 
ments of the flight. For instance, if an 
owner wants to fly to the Gulf and has a 
share in a Citation C H, he will be offered 
a Citation Excel aircraft which can fly 


Source: Club One Air, personal jet owners | 


longer distances. However, he will be 
charged more. 

Singh's new venture starts off with 
Rs 100 crore (there is a slightly larger 
component of debt than equity). Apart 
from Singh, a venture capitalist fund has 
astake in the business too. Though still a 
small operation, what's most important 
for Singh is speed — the first mover ad- 
vantage is key, since the market of peo- 
ple who can afford even a partof a plane 
is finite. Says Singh: ^We have aggressive 
expansion plans, to at least 15 planes by 
the end of next year. I am absolutely cer- 
tain that a market exists." 

Still, Singh had better scale up fast, 
as others are on his tail. Deccan Avia- 
tion, the Captain Gopinath-promoted 
charter operator, also plans to enter the 
market. Jayant Pooviah, director, Dec- 
can Avation, says that Deccan Aviation 
will enter the fractional ownership mar- 
ket by the end of this financial year with 
Learjets. Another operator, Faija Air (set 
to be based in Delhi) will be entering 
both the charter as well as the fractional 
ownership market by January 2006. 

Aviation analysts in India are bullish 
on the concept. Kapil Kaul of the Centre 
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HE BSP aT asm ore Rr PA Pint regenti aetate rca RN Ya 


for Asia Pacific Aviation, a specialised 
aviation consultancy, feels: "The current 
[aviation] boom has largely left out 
non-metro towns and businesses like 
chartering. These businesses also have 
huge potential, and before long there 
could be a clamour to enter this seg- 
ment as well. We would expect the top 
500 companies in India to be potential 
clients in thelong run." 

This concept has come rather late to 
India. Richard C. Santulli pioneered the 
concept of fractional ownership in 1986. 
He started NetJets, which began as a 
charter operator and then evolved into a 
fractional ownership firm that took the 
market by storm. From 10 initial owners 
in 1986, the worldwide tally now totals 
close to 7,000. 

Twelve years after its inception, 
famed investor Warren Buffet bought 
the company. He said of the deal: “We 
knew we were purchasing the premier 
provider of aviation solutions in the 
world." Clearly, he was sold on the con- 
cept. Hugely popular with its intended 
market (businessmen and corpora- 
tions) several sportspersons like Pete 
Sampras and Andre Agassi have also 
picked up shares. 

But be sure — even if it is only a 
fractional' share, owning any part of 
a plane is an expensive proposition 
(see 'Comparitive Costs’). The owner- 
ship cost, which is the initial down pay- 
ment for your share of the plane, can be 
financed. Singh is in the process of part- 
nering with a bank to offer financing for 
75 per cent of these costs. 

To come close to matching the suc- 
cess of NetJets, a fractional ownership 
service must have bases across the 
country to provide an on-demand 
service. Though Singh is starting out in 
just Delhi, he plans to launch the ser- 
vice in Mumbai soon. Also, Club One 
will get at least two helicopters to 
transport its clientele to remote places 
without airstrips. 

Whether a business convenience or 
necessity, prestige and luxury is obvi- 
ously a factor for prospective owners. 
Catering to the huge egos of business ty- 
coons will be a delicate task, and it will 
bring huge rewards if it is carried off well 
— NetJets claims that 70 per cent of its 
business comes from owner referrals. 
Customer satisfaction, it seems, may be 
the fastest way up for Club One. B 
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HOSPITALITY 


The Leela is the only hotel chain in 
India that's focusing exclusively on the 
luxury segment. Why? And does it 
have the wherewithal to take up the 
attendant risks? By T. Surendar 


ATCH out for Peter Leit- 
geb. He wants to make ho- 
tel rooms in the country 
more expensive. The new 
president of the Rs 271- 
crore Hotel Leelaventure 
feels that rooms in India’s most expen- 
sive hotel, the Leela Palace in Bangalore, 
are still cheap. Ditto for Leela’s beach re- 
sort in south Goa. 

Leitgeb's assessment flows from his 
luxury mania. His aim is to make Leela 
the No.1 luxury hotel brand in India, 
with an image of exclusivity similar to 
what the Hilton and the Grand Hyatt en- 
joy around the world. It was partly for 
this purpose that C.P Krishnan Nair, the 
octogenarian chairman of Leela, hired 
the 54-year-old a year back. 

The groups properties are known for 
their grand styling. The Leela Goa has 
just two rooms per acre of the property 
and private plunge pools with 10 of its 
suites. The average room rentals (ARRs) 
range between Rs 6,000 and Rs 6,500, 
about a tenth more than what neigh- 
bour Taj Exotica charges. Yet, the 
sum seems paltry when compared 

to the ARR of the Bangalore prop- 
erty. At Rs 12,500-15,000 each, 
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rooms at the Leela Palace are 20-30 per 
cent costlier than other five-star hotels in 
the city. The Bangalore hotel has bagged 
the CNN Ultimate Service Award for 
2003 and 2004. Last year, the Leela Goa 
was awarded the coveted Imperial Mark, 


| an honour earlier given to the Carlyle in 


New York and the Dorchester in London. 

Leitgeb now has to match the 
grandeur with growth. The Austrian, 
who had 18 years' of experience at the 
Kempinski and Steigenberger groups' 
hotels around the world, has set about 
the task. He has announced a Rs 900- 
crore outlay for sprucing up or expand- 
ing the Leela properties in Mumbai, 
Goa, Bangalore and Kovalam and build- 
ing new ones in Chennai and Udaipur. 
The renovation of the Mumbai hotel 
alone is expected to cost Rs 100 crore. 
The group has 810 rooms at present; if 
Leitgeb's plans work, the number will 
double in three years. He has also intro- 


| duced apex booking along the lines of 


the flexible pricing model of airlines. 


Peter Leitgeb, president, Leelaventure, 
wants to increase room tariffs at the 
group’s Bangalore and Goa (below) 
hotels. His aim is to squeeze more out 
of Leela's relatively smaller capacity 
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choice makes the hotel more exclusive. 
And it's that contrarian view of the 
market which helped Leela stage a spec- 
tacular leap out of the financial morass 
it was in at the turn of the decade. Leela's 
profitability shot up in the last two years 
when the Bangalore property’s ARR 
more than doubled. The ARR of the 
Mumbai hotel has also increased some | 
20 per cent to Rs 4,800. That, coupled | 
with a high occupancy level, has helped | 
Leela pay back large chunks of high-cost | 


Its all happening at a time when the 
outlook for the Rs 7,700-crore Indian 
hospitality sector is at its best in over a 
decade. The World Travel & Tourism 
Council expects business travel to the 
country to grow at 8.8 per cent in the 
next decade. Enthused by the prospects, 
large players like the Rs 873-crore Indian 
Hotels (owners of the Taj and indiOne 
brands) and the Rs 625-crore EIH (own- 
ers of the Oberoi and Trident brands) are 
expanding. Also, foreign chains like Ac- 
cor are looking at setting up shop here. 

But while most players are hedging 
their market risk by building more in the 
budget segment (see ‘Room To Fit The 
Purse’, BW, 13 June 2005), Leela has cho- 
sen to focus on the topmost bracket. 
And when one considers that the com- 
pany was deep in debt even four years 
back, the large capital expenditure plan 
. seems like a bid too far. 

. A Butthen, under Nair, Leela has al- 
" Ways been an unconventional player. 
When Nair built his first hotel in north 
Mumbai, away from the business dis- 
trict, he was severely criticised. But dur- 
ing 1991-2000, the hotel grossed the 
highest revenue per available room in a 
. City where all the large hotel chains were 
_ present in force. In the final call, Leela's 
proximity to airports and grand styling 
won the market. A similar foresight led 

Nair to build the Goa resort in the south 

of the state, when all other chains were 
crowding the north. Even today, that 
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debt and push up its operating profit 
margin from 36 per cent in 2001-02 to 
48 per cent in 2004-05 (for a view of the 
financials, see ‘The Bounce-back’), To | 
some extent, its performance is also 
matching that of its peers — its latest net | 
margin of 17 per cent compares favour- | 
ably against the 15 per cent posted by | 
industry leader Indian Hotels. | 
Thecompany plans to fund its capex | 
partly from the Rs 200-crore preferential | 
issue and the Rs 375-crore convertible | 
bonds it has floated. The rest will be cov- | 
ered by internal accruals. Leela also can | 
| 
| 
| 
| 
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leverage its balance sheet again, now 
that it has reduced its debt-equity ratio 
from 2.6 in 2001-02 to 0.8 at present. It 
has also sued Hudco for Rs 200 crore, af- 
ter the latter allegedly revoked alloca- 
tion ofa plot. The high court has ruled in 
favour of Leela and the case is now un- 
der appeal at the Supreme Court. 

But Leela still needs to do a number 
of things. First, it needs to expand or 
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strike alliances. The Taj group manages 
60-odd properties now and the Oberoi 
group manages a dozen; after the expan- 
sion, Leela would have six. In the hospi- 
tality business, reach is important. The 
Taj group, for example, can offer com- 
prehensive multi-city packages, thanks 
to its presence across the country. 

Leela also does not have a hotel in 
Delhi, the first stop for most foreign 
tourists. Leitgeb admits: "There are 
some disadvantages in being a small 
chain. But, we've to begin somewhere." 
That's what he's doing with the Rs 900- 
crore plan. And that's the reason he 
wants to push up his ARRs even higher 
~~ to get more out of his existing hotels. 

He believes he can do that because 
most business travellers coming to India 
would compare a $600-a-night stay in 
Bangalore with possibly a $1,200 room 
in, say, Paris. But this line of reasoning 
also tells us that what is bracketed as a 
luxury hotel in India would possibly 
compare directly with a premium busi- 
ness hotel in a developed economy. 

The sky-high tariffs have already put 
off some key customers. Bangalore- 
based Infosys Technologies is building a 
200-room hotel on its own campus and 
it has hired Jean Michel Jasserand, the 
Leela Palace's former food & beverages 
chief, to start a French restaurant there. 

But Leitgeb may have his aim right 
yet. Indian Hotels managing director 
Raymond Bickson admitted that the 
luxury segment has a huge potential in 
India, even while he was inaugurating 
an indiOne budget hotel in Bangalore. 

Leitgeb is also trying to grow Leela's 
global clientele. He has appointed a 
sales agent in London at the cost of Rs 80 
lakh a year. He has also tapped group 
partner Kempinski's network of 45 ho- 
tels to make Leela the indian hotel of 
choice to the global chain's patrons. 

Finance director R. Venkatachalam 
says: "The new strategy will partly insu- 
late our performance from the de- 
mand-and-supply-based growth of the 
domestic market." 

Well, for now, it is the domestic mar- 
ket that is winning the bread for Leela. 
More than half the demand for the 
$300-a-night suites at the Leela Goa 
comes from Indians. One possibly does- 
ntexpectit to beso. But then, one would 
probably have written off Leela as an 
also-ranstorysometwoyearsback. B 
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HEN Vijay Bhargava got his 
mother's hospitalisation bill, 
he reeled from shock. She 
had been admitted to a small 
nursing home in south Delhi 
when a chest pain had acted up. Most of 
the pathological tests had been done. 
She was admitted for observation and 





medication, not surgery. Yet, the bill for | 


the five-day stay came to Rs 34,000. 

Bhargava hadn't thought much ofin- 
curring the Rs 3,000-a-day charge for a 
single-bed room in view of his mother's 
advanced age and vulnerability to infec- 
tions in a shared room. But the shock 
was from the doctor' fees. The daily visit 
of the consultant cost him Rs 1,500. He 
then found that the same was Rs 1,000 
for a double-bed room and Rs 500 for a 
four-bedder. Not only did the nursing 
home not reveal this pricing scheme 
fully at the beginning, it even tagged the 
nursing charges according to the room 
tariffs. "Does it mean that my mother got 
more attention from the doctors and 
nurses, or that her diagnosis was any 
better?" asks Bhargava. 

The implications are much worse at 
the other end of the economic scale. 
Does the person who keeps his kin in 
the multi-bed ward get a proportion- 
ately inferior treatment? 

Its a question that should worry 
most Indians. Ours is a country of 108 
crore people where medical insurance 
covers less than 4 crore. State in- 
surance schemes cover about 
3.5 crore and private insurers 
cover another 31 lakh. 





The rest have to pay out multi-spe- 
of their own pockets. ciality procedures, the 

In most developed | Price may be linked to the 
countries, where the | Sort of room the patient 


state and insurers pick 
up most ofthe tabs, hos- 
pital services are priced accord- 
ing to the quality of healthcare 





“For some 
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Why should doctors' 
fees be linked to room 
charges in hospitals? 


delivery and market practices. But in In- | 
dia, with no regulations or standards, | 


the logic is inverted. Pricing is not based 
on the services offered; it has more to do 
with the affordability of the buyer. 

Even the logic that, as a service 
provider, hospitals should be able to 
charge extra for premium service does- 
n't pass muster. In airlines and hotels, 
booking into the premium class doesn't 
mean paying more for the basic service. 
“IfI fly business class, it doesn't mean I 
will reach my destination any faster,” 
says Noni Chawla, chief of 
Omniconsult Management 









| 


HEALTHCARE 





tals do it for some procedures. Daljit 
Singh, CEO of Fortis Healthcare, says: 


| "The general practice is to charge the 


| 









same amount for a surgery and differ- 


| ently for a single-room. However, in 


some multi-speciality surgeries, our 
packages are linked to the type of ac- 
commodation a patient selects.” Vishal 


, Bali, vice-president of Wockhardt Hos- 


pitals, admits to much the same, albeit 
in a different language. The hospitals 
claim that they cross-subsidise the 
cheaper beds with this extra amount. 
There may indeed be a difference in 


_ the fees ofa specialist doctor and a su- 


per-specialist. But why should the same 
consultant's fee — often not even a su- 
per specialist, as in Bhargava's mother's 
case — vary from room to room? 

That's not all. In some cases, drugs 
are sold above the maximum retail price. 
A Fortis official admits that sometimes 
the hospital’s pharmacy may charge 
more than the MRP “to cover the 
costs of maintaining inventories 













Advisory and former CEO of ofhigh-value, slow-moving medi- 
Max Healthcare. “We have cines, as well as the cost 
Yet, some hospi- fixed fees ofa cold storage". 
for procedures and doctor Some corporate hos- 
charges, and they have 
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nothing to do with room 
rentals" 
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pitals, though, steer clear 
ofsuch practices. Naresh 
Trehan, executive direc- 
tor of Escorts Heart Insti- 
tute and Research Centre, says: 
“There is no segregation between 
paying and non-paying beds. Be- 
sides me and the finance department, 
nobody knows what a patient is paying." 

Bangalore-based Manipal Hospital 
has tackled the issue with more trans- 
parency in its administration. Depend- 
ing on their education and experience, 
doctors are allowed to perform fixed 
procedures. The fees and clinical proce- 
dures are clearly defined too. “The pa- 
tient, with whom we want to build a re- 
lationship of trust, cannot get a surprise 
at the time of discharge," says R. Basil, 
CEO of Manipal Healthcare. 

Its the same surprise that is infuriat- 
ing Bhargava. * 









Do you think pricing 
practices at hospitals are 


right? To join the debate, 
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CEO Nanda doesn't worry 
about markets, but about 
the people who manage 
them. Avinash feels not 
many would accept this style 


MEERA SETH 
VINASH Beri watched the proceedings 
before him partly stunned, partly hum- 
bled in a way he had not experienced be- 
fore. Putting these feelings to words was 
not something that came to him naturally 
— partly because these feelings were 
alien, but largely owing to his lack of vo- 
cabulary. This was the product of the years of cultural honing 
he had gone through working for Delaware India. Delaware, 
his ex-employer, was a company where feelings were whis- 
pered — and only to a chosen few who would not judge you 
for being less of a corporate rat. The best thing to do with feel- 
ings at Delaware was to disown them, walk over them, or 
rephrase them using stiff and severe organisational jargon — 
which, anyway, was buffered with denial. 

Avinash was seated in the MD's private office. Next to him 
sat a flushed Kapil Vira, a brand manager in Avinash’s foods di- 
vision. Avinash had joined the Ananda Group eight months 
ago as marketing head of the foods division. The MD, Sanjay 
Nanda, was telling Kapil: “These are very devastating mo- 
ments in one’s life, Kapil, and each one of us has a fair share of 
these, even if in composition they may vary. These moments 
are meant for us to look at life closely and hear its message and 
teachings. These are not moments for us to try and seek to 
control life, steer the wheel, swerve, avoid, self-protect. Life is 
not an organisation which can be controlled at will. Life is a 
plan that unfolds daily. You read the daily message; don't lose 
grip; instead, understand the events and work around it. Go 
home now. Go be with your wife. Come back after a week. And 
yes, we are with you in this.” 
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CASE STUDY 


Then, standing up, Nanda walked around the table and 
put an arm around Kapil's shoulders and gave him a warm 
hug. Both men looked at each other, recognising a certain 
truth. When Kapil left, Nanda said to Avinash: "Thanks for 
bringing the matter to my attention. At Ananda, my employ- 
ees are my family. It is a truth I live. I believe that Ananda is an 
environment I have created and, hence, I am responsible for 
the people who choose to work here. The environment does 
impact how they respond to events around them. And we— 
you, me and others in senior management — make for the en- 
vironment... If you need any support, make sure you ask me." 

Kapil's wife had suffered a miscarriage in her sixth month. 
It happened just too suddenly, and without any apparent rea- 
son. *His family is in Puri, plus, they are not on amicable 
terms," said Nanda to Avinash. ^I am telling you all this be- 
cause you need to know your people closely. A number of our 
managers have left their home bases to be in Mumbai; trans- 
fers are also common, gender notwithstanding.... And organi- 
sations, especially their line management, need to be sensi- 
tive to the fact that managers are striving on their own sans 
family support. Plus, it's a much more open India now. Rela- 
tionships begin before marriage, decisions on whom to part- 
ner are taken individually... families are the last to know. The 
young are no more tied to the idea that family must 'bless all 
their acts. Organisations should become aware of the cultural 
shifts. Their own growth and evolution is seen in their ability to 
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adapt with times. At Ananda, we care.” 

When Avinash left Nanda's office, he was overwhelmed. 
Did organisations need to go this far into personal lives? 
What happened to the classic line between personal and 
professional lives? What was the flip side? And where was HR 
during all this? 

Avinash met Nayana Sehgal, a marketing manager of 
beauty and personal care (BPC), who was helping Avinash ne- 
gotiate a bottling contract with their third party manufacturer, 
Over lunch, Avinash said: “You must help me understand 
some underlying issues here at Ananda. At what stage, if at all, 
does HR get involved in people matters?" 

Nayana smiled. "What breathtaking experience have you 
come out of? " she asked. Avinash explained Kapil's situation 
very briefly. Nayana nodded and said: “Wish he had taken up 
the matter with Nanda much sooner, instead of suffering this 
alone for three days." 

Surprised, Avinash said: "Look, we all have crises at home 
and we have all learnt to manage them without bringing them 
into the workplace. Please do not think Iam being insensitive, 
but it was only a miscarriage, something so common. Why 
make it look so unsurmountable?" 


ECAUSE it is unsurmountable for the person who is 

in the situation, see?" said Nayana. "That's how 

Nanda thinks. Kapil is the man in the spot. It is not 

nice for us to judge his situation. Right now he needs 
to be with his wife and help her heal emotionally and physi- 
cally. The last thing he needs is added agony in the form of an 
organisation that is insensitive. 

“The times have changed a lot, Avinash. And I'm talking 
about social changes. If at one level it is a gender attitude 
change; at another, it is also a marked change in the fabric of 
people. From being ‘I am man, you are woman, it really is 
changing rapidly to ‘we are in this together’ 

"People today take a lot more responsibility for their lives, 
both personal and professional, and in that order. People to- 
day dont lean on the family anymore; they deal with their de- 
cisions alone. Likewise, line management does not lean upon 
HR anymore for decision making; people affairs are seen as its 
own responsibility. " 

surprised, Avinash said: "What do you mean?" And 
Nayana replied: " I think lines are blurring... the line manager 
is not simply a marketing manager or an operations manager. 
He is a business manager and, therefore, HR issues of the peo- 
ple reporting to him do come under his purview. Don't you 
agree? The function of HR today is to usher in empowerment 
as well as sensitivity, especially in the context ofa changing so- 
cial fabric. With this comes the empowering ofline managers." 

Avinash thought about Delaware which spoke the stiff 
language of management gurus, bred and raised in the West, 
gurus crowned for their thinking who shaped the destinies of 
organisations of great repute. Delaware also empowered its 
line managers. However, it was more as a prescription of man- 
agement greats than a belief system. 

"Let me tell you my story, Avinash. Maybe that will help 
you understand the way we think here," said Nayana. 

Two years ago, Nayana joined Ananda, full of optimism 
and dreams to achieve, perform, change, conquer and con- 








vert... the dreams of the young and intelligent. She had liked 
the attitude of the Ananda group, which was by far one of 
the few family-managed companies that attracted stellar 
professionals from MNCs and managed to retain them. 
Nayana was on the verge of getting married when she at- 
tended the interview, and, given her age, marriage was likely 
to befollowed by motherhood. However, these were not issues 
that were raised by the panel — something that employers 
were known to gripe about. 

six months into her new job at Ananda, Nayana’s relation- 
ship with her boyfriend broke up. All at once, this once happy 
girl became a picture of ruin. It started with Nayana appearing 
late at work for many days in succession. Then her otherwise 
impeccable, coordinated appearance was replaced by a 
shocking disregard for tidiness. She appeared at work with un- 
washed hair and careless crumpled clothes in dowdy 
colours. In fact, this was what signalled her trou- 
bles to the beauty department where Nayana 
spent long hours discussing the impact 
of colour on the mind with the team 
managing colour cosmetics. "Hey 
Nanz," said Rags, "since when did 
you start wearing maroons? Such 
a dowdy, unhappening colour. 
Isn't that what you say about 
maroon? Or, are you trying to 
send a serious message to us 
all?" Then the trouble began 
to affect her performance. 

"I was definitely low on 
performance missing 
deadlines, taking leave, not 
participating in strategy dis- 
cussions, snapping at my boss 
— quite pathetic, actually," she 
now said to Avinash. " Also, my at- P 
titude was diagonally opposite to n. 
who I had been during the previous 
six months. I was not talking to people, 

— but my body spoke real loudly. The 

sweetest thing about it all, now when I look 

back, was that no one commented. They 
watched me silently. Daily at the dot of 1:05 p.m. 
Salma poked her head into my door and announced: 
"Seven home lunches today, and Bhagi has a huge box of 
muthias, which you love. Atul is away at meeting so one 
‘Vijaya Venkat hi-protein lunch is also going for free... com- 
ing?’ And I would say: ‘No, you carry on.’ They kind of knew I 
wanted to be ‘disobedient’. And they allowed me. You may not 
understand this, Avinash, but it was a lot like being at home!” 

Avinash was not sure he understood. 

“Every season in your life — and I believe life is composed 
of many seasons — has stages of concept, development, 
growth and maturity. That's how I have experienced life. So, 
every season has its ‘adolescent’ stage where the individual re- 
sists the tide, rebels, throws a tantrum and gets angry. In the 
season when I was sowing seeds of a strong relationship with 
my boyfriend, I was at the adolescent stage. And I was like a 
teenager, angry and impatient over losing. I was expressing it 
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in the way I looked and behaved. When you are 15-16, you do 
that at home and your family just sits on eggshells waiting for 
the tempest to pass, humouring you gently. And that's exactly 
what Ananda did for me. It simply allowed me to be angry, sad 
and impatient. They were the family who looked after me and 
did not demand that I ‘grow up and behave myself!” 

Avinash shook his head. “Look, there is a lot to your theory 
that I simply do not buy,” he said. “Who, for instance, evalu- 
ates the business costs of trying to run like asummer camp?” 

"That's the difference you need to see,” said Nayana. “The 
business is not being run like a summer camp, but when an in- 
dividual is seen as needing a break and emotional support, he 
is ‘put’ into a summer camp, an environment where he is al- 
lowed to recover gently. I have not yet found an answer to how 
this ethos permeates the whole organisation, but I know that it 

does. As for cost, have you ever seen the Ananda Group 
fare badly? Have you seen the spirit in our adver- 
tising? Have you seen the composure of peo- 
ple, even under stress? Did you, for exam- 
ple, know that Kapil's region is in the 
face of a horrific attack from compe- 
tition, where a global No. 3 brand is 
about to be launched, and his go- 
ing away for a week can be seen 
by an ordinary CEO as the end 
of the world, especially when 
the quarter end is about three 
weeks away? This is the com- 
posure I mean: Nanda does 
not worry about markets. He 
worries about the people 
who manage them.” 
Avinash smiled. “There is 
a lot of womanly emotion in 
the way you see organisations, 
Nayana,” he said. “The image of 
man as caring, compassionate, 
kind... it’s nice up to a point. Not 
that I intend for men to be uncaring 
and unkind, but I am not sure too many 
men here at Ananda can buy into Nanda's 
style." Nayana thought seriously, then she said: 
"I dont agree. Besides it is not about gender; 
its about managing appropriately. Take the behaviour 
of my boss, Raghav Iyer, during my crisis. Any other boss 
would have either confronted me or mentally put a deadline 
to it saying: ‘OK, I'll give her two more days, and after that I call 
HR to step in and put her in a padded cell.’ No, Raghav was 
not like that. And mind you, he could have been like that, 
especially since I was in charge of brand building and the 
division itself was new. It must have been unnerving for the 
team working with me! 

"Then Nanda called me in one day to discuss some aspect 
of our branding. I think that was the first time he saw me after 
my crisis. He asked me when I was getting married, and I told 
him that my relationship had broken up. Then he probed a bit 
and I gave him sketchy details, but he got the idea. The discus- 
sion continued and sympathy was doled out. I was so hungry 
for some kind words that I just broke down. He was very sym- 
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pathetic and he said: 'OK, take your time, just hang in there. 

"And that was when I realised how lonely I was in this city. 
Work was the only place where there were real people. I lived 
alone in a two bedroom house. My parents lived in Jabalpur; I 
had to put up a brave front for them because I am their only 
child and I didn't want them to think I was messed up. The 
only voice in my life outside work was my paavwala who 
would silently take the money for the bread every morning 
and say: "Allah rehem karegaa beta." God knows what he 
thought or understood, but this old man was my source of 
strength. Can you see how lonely one can be?" 

Avinash disagreed with the whole idea of getting too close 
with the people one worked with. He said: "How different 
would it be if HR had stepped in instead? They are dispassion- 
ate, uninvolved and even geared to handle people-related 
crises! Wouldn't allowing Raghav to get such a close peek into 
your life actually be a disadvantage for you?" 


VINASH at 39 and Nayana at 29 were separated by 

a completely opposite vision of life. He doubted, 

played safe and was guarded. She had learnt to 

trust her environment, because, as she herself said 
now: "I create my environment as I go, so I can trust it. Unlike 
your generation, which stays tied in to its family ‘back home 
and friends ‘from then... today's young create their own envi- 
ronment, work in it, live in it, and when it has served the pur- 
pose for which it was created, leave it and create another 
suited for the new needs. Since the environment is not thrust 
upon me, since it is of my choice and making, I trust it. Viewed 
from the organisation's standpoint, my entire professional 
and personal management is my boss's responsibility. HR nei- 
ther has the credibility nor the 'intimacy' to manage what is 
essentially a line matter. 

"And this is the point you are missing, Avinash: Nanda, at 
54, is completely in sync with this idea. He has profiled and 
understood his orbit and adapted his management style in 
sync with it. He, along with Raghav, decided to give me time, 
space, leeway and they kept encouraging me. I began to notice 
a marked difference in their behaviour towards me, my work, 
my situation — basically, I was tolerated." 

And how was all this helping business? wondered 
Avinash. "You said you were handling some special brand- 
building exercise," he said. "Already, based on your descrip- 
tions I can see that task was in serious trouble!" Nayana stared 
into the past for a minute, then said: "You know, there is some- 
thing about being helped. A kind of graciousness, a gratitude 
that lifts the pain of being self-centred and selfish. When you 
are receiving help, you become equally capable of giving, co- 
operating, etc. Thisis a natural phenomenon, I guess. So while 
I was handling a lot of assignments, they did not wrest it out of 
me and redistribute it. 

"Instead, I see now with clarity, Raghav loosened the dead- 
lines, created space, boosted the team and gave me a free 
hand on deadlines. Meanwhile, I kept missing my targets. 
Whenever I missed one, the team filled in. But newer projects 
and tasks, which would have come to me, were given to oth- 
ers. [didn't protest; I was just glad about it, because I would not 
have done any justice to them. I accepted that. But what I saw 
was that a lot of my burdens were being picked up for me, 
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standing upright!” 


me, didn't you experience any desire for professional survival? 
Or were you so exhausted that nothing mattered? Didn't the 


organisation hand you to a counsellor?” Nayana had difficulty | 
explaining, yet she said: “I owe it all to Raghav and Nanda, to | 


some extent, as the silent orchestrators or authors of the ethos 
that governed the whole period. There I was, an assistant mar- 
keting manager, barely seven months in the organisation. But 
they managed me. Someone always came to drop me home 
after work, but Raghav said the initiative to come to work had 


TE carted and delivered for me, so that I was at least able to keep | 





to be mine, without props. As for counselling, becauseitwasa | 


personal issue, they could not do any intimate counselling — 
but they were handling me with kid gloves, which was awe- 
some encouragement. Only once did Raghav actually counsel 
me. He said: ‘It is in your hands, you can change it in a mo- 
ment. You can actually let go of your sadness if you just decide 
this instant that you are letting go.' It was just two minutes, but 
great counselling. It sunk deep. 


"The whole period lasted three months. That is 25 percent | 
_ the possible, Avinash of the impossible. “What did you get out 


of an appraisal year. Raghav evaluated me on the 75 per cent 





that was healthy and took that as the annual rating. HR was | 


not consulted at all. I think today, lines are blurring... where | 
theline manageris a holistic business manager and, therefore, | 


responsible for his people resources in a much bigger way. " 
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Avinash looked around him at Ananda India. And won- 


| dered. If he did not see the organisation with the filters he 
Avinash got into the mood of Nayana's thoughts. “But tell | 


wore, it would be yet another clean, quiet, decent organisation 
that did its stuff, where people picked up pay checks and went 
home. But now the whole organisation spoke a different 
language, a language he did not know. “Tell me,” he now 
said, “was Ananda always like this, or was this something that 
happened over time?” 

Nayana smiled: ^I think at Ananda it was by design. Some 
four years ago, they had decided that the line manager should 
be a business manager and be responsible for all aspects ofthe 
business he handles. This includes everything: finance, HR, 
quality, legal, etc. In my particular case, Nanda’s reasoning 
was that since he is business head and he needed me for 


_ Strategic branding and other projects, he took the call. HR was 


just the support function for his decision. Yes, I think sensitiv- 
ity at a line level comes from Nanda — this atmosphere of 
openness, trust, sensitivity, empathy, performance and qual- 


_ ity. HR ensures it is disseminated. And this is the most difficult 


task, both to perform and to maintain.” 
Both remained silent for sometime — Nayana thinking of 


of it Nayana?” he asked. “It has increased my loyalty to this 
company and taught me a lot by example.... I think I have be- 
come a more empathetic person today. Ananda did become 
my support system in the absence of the family; city life is any- 
way described as millions of people being lonely together. 


| And you also start seeing how organisations work quietly to- 


wards their goals when they are willing to shed their ties and 
jackets and allow their real personas to help with healing. And 


| then you learn a great art of management... it's a great process! 


RITICALLY, I was in the front benches watching 
how an organisation chooses to change with the 
times. So while my situation is not extraordinary, 
what is extraordinary is for a 50-plus boss or CEO to 
be able to make that mental leap. He allowed the change with 
equanimity and still looked after the welfare of the organisa- 
tion by accommodating new values... do you get my drift? It's a 
lot like parenting. You see the world you have brought your 
child/managers into; you see them coming to terms with the 
difficulty of managing their personal lives. Then you, as a 40- 





| plus person, make that internal shift where you accelerate and 
| bypass the old school of management. It is the ability to sift 


| chaff from grain and know the essence of organisational wel- 





fare and growth. To be honest, this is very much a family-man- 
aged company trait; an MNC cannot imbibe this spirit. 
“For Nanda to make this transition is tremendous. It was a 


| huge mental leap. This attitude of openness and continuous 
| learning is so much a part of Ananda... they are willing to lis- 


ten, understand and parent. It is quite awesome. And yes, it all 


| comes from Nanda and the people around him. 


“The question is, how many others are out there who can 
make this transition painlessly? I guess the difference lies 
almost entirely in a quasi-family managed company which 
has professional management. It takes a company which is 
more attuned to growth for the sake of growth and not for the 
sake of kudos from a distant white parent who has his eyes 
glued on the topline!” ra 
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| ensuring that people are supported and | behaviours which manifest in the every- 
happy. As Nayana says, the group has day actions in the organisation. As Mary 
consistently delivered business results, | Gober, an authority on customer service 
attracted and retained high-calibre tal- | culture development, says: "Everything 





ent and ensured commitment. I say or do reflects my intense interest in 
Once hard-nosed organisations are | theindividual's personal well being." 
beginning to realise that they are not | If the organisation believes that 


just acquiring talent, but people with people make the difference, then it 
pluses and minuses who chooseto work | must be understood that people are a 
with them. The process of building em- package deal. They have good days and 
ployee engagement is a vital and core | bad days, moments of intense creativity 
component of the business strategy of | and days of confusion, all of which im- 
organisations today — and notjustan | pacttheir ability to perform. Managing 
HR ‘nice to do'. The right environment | and leading people through these peaks 
is one where employees are treated with | and troughs is the raison d'etre of lead- 
dignity and respect, and their special | ers. No, it certainly is not a summer 
needs are given consideration. In this camp or an act of philanthropy — it is 
environment, employees find ways | hard-nosed business sense . The return 
of giving their best, and they feel full- | onthatinvestment is obvious. 
filed. Creating and sustaining this is no | How do we ensure that managers 
longer a matter of choice —itisaneces- | and leaders are focused on building in- 
sity, and makes the difference between | dividuals and teams? It starts with 
sustained success and short-livedglory. | clearly articulating the values of the or- 
In the last ten years orso,Ihaveseen | ganisation. Then, the top leadership 
The author is the worldwide director | a significant shift in the thought pro- | team must lead by example. Once these 
(human resources) for UK-based Holset | cesses of professionally-qualified peo- | values are made into reality, HR be- 
Engineering of the Cummins Group. ple. They are making career choices | comes the key enabler through hiring, 
based on very personal considerations. | training and inducting people into the 
APTURING the hearts and | Innumerousinstances, men have made organisation to ensure congruence. HR 
minds of employees at all | career choices to supporttheir partner's | works with line managers to ensure that 
levels ensures success inthese | career interests, and both men and the performance management pro- 
turbulent times. In organisa- | women considered work-life balance cesses and career advancement assess- 
tions that focus on building a special | when choosing jobs. It is essential for | ments evaluate both values and capa- 
relationship with their people, leaders | the top leadership in organisations to | bility. HR measures need to track 























and managers at all levels are involved recognise these changes. employee engagement indices with 

in the process. HR is the enabler for Here, values ofthe organisation be- | suitable follow-through and corrective 

this, but all participate in bringing val- | come critically important. Values are | actionsas appropriate. 

ues to life and embedding them in | not just for the 'vision-mission' boards Values must permeate the organisa- 

the organisation. plastered on the walls and mouthed to | tion's culture. They need to be visible 
We can consider this case from | customers and suppliers. Values are the | and zealously regenerated. We have to 

many different angles: a traditional the- walk in the other persons shoes to know 


ory of leadership, from the more mod- 
ern concept of employee engagement 
or from an organisational values-based 
perspective. 

One of the early writers on the 
theory of leadership, John Adair, 
talks about the inexorable link 
between three elements: the task, 
the individual and the team. It 
was his belief that true leadership 
happens at the point where all 
three intersect. A leader has to 
factor in the needs of the individ- 
ual and the team before the task can 
be accomplished. 

The Ananda group has effectively 
put this theory into practice. Leadership 
at all levels seems to be committed to 









that the principle of ‘do unto others as 
we would have others do unto us’ is as 
much a corporate philosophy as it is a 
spiritual one. 
I am certain that all of us have 
needed a helping hand in out ca- 
reers — and when we got one, our 
commitment and engagement 
with the organisation was en- 
hanced. When we didn't, some- 
thing snapped deep inside of us, 
and sooner or later we made the 
choice to move on. It is my belief 
that the Ananda Group will continue 
to be successful. The Avinash' of this 
world will need to make a conscious 
choice to be people managers rather 
than task managers. aa 
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Make a 
policy 


The author is a psychiatrist and psy- 
chotherapist at Apollo Hospital, Delhi. 
He also heads Saarthak, a non-profit or- 
ganisation for mental health. 





HERE are three questions ex- 

plored in this story. How should 

the personal crises of employees 

be handled by organisations? Is 
it possible for a line manager to perform 
the role of a human resource profes- 
sional? Are organisations changing 
their responses to people in step with 
the changing times? Let us explore 
these questions and understand the dif- 
ferent dilemmas. 

An organisation has to have an em- 
pathetic response to its employees’ per- 
sonal crises. An organisation cannot be 
a slave driver that is just focused on the 
bottomline. Yet a question that is diffi- 
cult to answer is: “How does one be- 
come empathetic?” 

The first principle of being an 
empathetic organisation is that 
empathy is the right of the em- 
ployee, not a welfare activity 
doled out by a kind manager. A 
common problem that one en- 
counters in organisations like the 
Ananda Group is that people who 
are likeable, energetic and valued be- 
fore they have a crisis are likely to get 
more space than the people who are 
quieter and do not have significant work 


relationships. The response of the or- 
ganisation is, then, person-specific and 
not predictable. Nayana is likely to get 
help, as is Kapil, but Avinash may not. 

The other risk is in violating the em- 
ployees5 right to confidentiality within 
the workplace. Nayana's breakup might 
be known to at least five people around 
her. They may not use it against her, but 
there is a risk that they may do so. What 
if this knowledge leads to an instance 
of harassment by a colleague? Kapil's 
wife's miscarriage is her agony; it should 
not be discussed in boardrooms. 

Another risk is that the unstructured 
empathetic process may become intru- 
sive and may give the MD and the line 
manager too much control over peo- 
pleslives. There could bean expectation 
of loyalty from the person who has 
received empathy, and the person may 
be expected to be grateful for the re- 
sponse. This could damage the profes- 
sional relationship irreversibly. 

So does one just become a Delaware 
and push away emotions in favour of 
management jargon? 

The answer to that is clearly no. The 
way forward is to define an organisa- 
tional mental health policy. This means 
that anyone going through events in 
their life which have a significant 
negative impact on their mental health 
can seek support and ‘accommoda- 
tions' from the organisation. The list of 
times when an employee can seek sup- 
port should be flexible, and the ele- 
ments of support should be too. 

Support should be provided without 
prejudice or pressure to share details. 
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One ofthe support mechanisms avail- 


able during such a time could be a third- 


party counselling service or a peer 


counselling service. The ground rule for 
this policy is confidentiality. It nor- 
malises the process of seeking help. 

As a line manager, you can't always 
wheel in the human resource manager 
whenever you face a difficulty. The line 
manager has to be aware of any behav- 
iour changes in employees, listen sensi- 
tively, offer support and link the person 
to other support systems. They also 
have to manage the resource gap that 
they will face because of the employee's 
absence. But the line manager needs to 
work within a predefined organisational 
framework of addressing these issues. 

The organisational framework has 
to be non-judgmental towards the 
personal problems faced by employees. 
However, there has to be a list of non- 
negotiable bad behaviours which the 
organisation will not accept. These 
could include violence and abuse 
towards others. 

However, having a defined policy 
does not imply that you cannot support 
a friend who also works with you; only 
that you seek his or her permission be- 
fore you start helping. Do not expect 
anything in return and do not talk about 
itin corridors. 

Thelast question is the most difficult 
to answer. Organisations and, at times, 
people who manage them are far re- 
moved from everyday realities of a 
changing society. India is changing. The 
employees of any organisation belong 
to this changing society, so the human 
resource policy of any organisation has 
to be aware of this. Aware organisations 
like Ananda have policies which keep 

up with these changing trends. 
An organisation needs a three- 
tier system to manage the situa- 
tions which Ananda manages 
so naturally. They need an in- 
formed and sensitive environ- 
ment that sees people as people 
and not just as the roles that they 
perform. Organisations need to 
facilitate access to resources like 
third-party counselling services 
and 'work-life balance' services. 
Organisations also need to have a 
frame-work which clearly defines 


when people can expect support, and 
when they cannot. E 
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One can 
also create 
a vision in 
a ‘future 
backward’ 
manner, 
rather 
than the 
normal 
‘present 
forward’ 
manner 








Vision, the future- 


backward way 


WO weeks ago, we talked about 
how great vision often begins by 
questioning the current state of 
things. Sometimes, it begins else- 
where: great vision is also derived 
from a future that does not exist. In other 
words, one can create a vision in a ‘future back- 
wards’ manner, rather than the conventional 
‘present forward’ manner. 

A classic example of such vision is the Mo- 
torola pager. In the late 1980s, Motorola did 
several studies on the critical challenges before 
people as the economic pace of the world 
increased. The company figured that people 
would increasingly be on the move, and a need 
to stay in contact would arise — one which 
is easy, low-cost and wireless. The result of this 
vision was the pager, a low-cost and easy 
to carry device. 

Had it been a present-forward vision, Mo- 
torola would have made a cheaper version of a 
phone. It is another story, though, that cell- 
phones, pagers, PDAs and Blackberrys were 
destined to blur into each other's functions! 
Toyota's Green Car initiative was the child of a 
future-backward vision — it envisaged a world 
that demands sustainable energy usage and 
witnesses increased environmental activism. 

In the mid-1990s, I visited another Japanese 
company, Toto. Faced with the ageing popula- 
tion of Japan, it was building toilet equipment 
to fit in with the needs of quarter of the coun- 
trys population which would be over 60 years 
by the dawn of the 21st century. This included 
toilet design to enable instant path lab tests. 

Out of the six billion people in this world, 
450 million are below 15 years, living in India, 
Pakistan, Nepal, Bangladesh and Sri Lanka. If 
someone were to create a vision around them 
and make products or services around that vi- 
sion, it would fit the bill of ‘future backwards’. 

Whether we create a vision by questioning 
the current state of things or imagining a future 
that does not exist, one thing is certain: great vi- 
sion feeds on positive action and a network of 
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supporting visions. It is one that is acted upon 
with a sense of immediacy. Imagination with- 
out action is of no use. 

Not only does it need to be acted upon, itin- 
variably depends on an eco-system that sup- 
ports the vision for it to see the light of day. Toy- 
otas Green Car is just in time for a younger 
generation that is more environmentally con- 
scious. The software vision of India is depen- 
dant upon the economic vision of reforms by 
successive governments. Having said that, let 
us now shift our focus to the all-important 
question: who delivers a great vision? 

A great vision is always delivered by average 
people with simple tools. Every great move- 
ment in the world — from the march of Moses, 
to the Independence struggle in India or South 
Africa, to Mao's Cultural Revolution — had to 
do with ordinary people with simple tools. The 
Mahatma delivered the largest democracy with 
the power of illiterate humanity. Mother Teresa 
created a 6,000-strong network of sisters who 
are in 140 countries around the world. 

If you see their training and development 
system, you will marvel at their maturity. I once 
met a sister who was attending fashion design 
classes so she could do a ‘train-the-trainer’ pro- 
gramme for other sisters. The vision? To equip 
unwed mothers to become economically self- 
sufficient. Even today, the Missionaries of Cha- 
rity do not use computers and email because 
such things could alienate them from the poor 
whom they serve. Yet, they are on line with each 
otherandrun with an amazing degree of simul- 
taneity. Average people and simple tools! 

GE's Jack Welch galvanised the sleeping 
giant with his three words: speed, simplicity 
and self-confidence. At the root of Japan's 
economic resurgence was something as simple 
as the '7 QC Tools' — the concept behind it is 
something that a fifth grader can understand. 

In the next issue, we will conclude this series 
on building a great vision by looking at the need 
to take people along and the need to, some- 
times, leave a few behind. m 
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sive your career the global edge. Join Suzlon, an Indian corr 
Australia, China, Europe, India & The United States of Ame: 


With our technology development centres in Germany and The Netherlands, 
international business headquarters in Denmark and over 2500 employees across 
Australia, China, Europe, India & The United States of America, you could say, 
we at Suzlon have kept pace with the wind. Today, as we sweep across the world, 
we're looking for talented people who can be the wind beneath our wings. 
Bright managers, who can partner us in our growth with the freshness of their : 
ideas. Take us to ever higher ground. If you're keen on joining a global company, " SLON 

post your resume on www.suzlon.com/careers.htm. Always wanted to make | IN 
your career fly? Well, here's your chance. POWERING A GREEN 
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Iam reading WINNING by the leg- 
endary former GE CEO Jack Welch. 
The bookis a terrific guide for anyone 
who wants to lead and manage a 
successful business. Welch addresses 
the most difficult questions people 
face on and off the job, and infuses 
his advice with both pragmatic expe- 
rience and theory. 

Whether the topic is candour, hir- 
ing, M&A or budgets, Welch offers 
clear and straight advice. Winningis 
particularly valuable because it 
comes from one ofthe best leaders 
of our time. His experience brings 
credibility and insight to the elusive 
subject of great leadership. 

[like to keep abreast of new 
developments in business and man- 
agement practices. I regularly follow 
the Harvard Business Review, Peter 


Drucker and other sources. [-] 


ALERT 
S.T.R.I.P.T.E.A.S.E 


By Mukul Deva 
(Penguin/Viking) 





THIS is really a book on 
military warfare, and 
not on “The Art of Cor- 
porate Warfare" as the 
cover claims. At best, it 
is an interesting anec- 
dotal account of an- 
cient war tactics. Nu- 
merous quotes from war heroes 
interrupt the flow of reading. The 
chapter summaries provide some 
relief by succinctly telling you 
what the book is all about. Er] 
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HIS is an intriguing book. It 
urges long-term strategic 


thinking; yet, the author is a | 


management consultant — a 
job that requires devising im- 


mediate winning strategies. | 


He calls for strategic thinking 
that would give us a pros- 
perous, peaceful future. 
Or, he warns, we may 
be doomed. 

Patel presents ei- 
ther/or extremes that 
we are on the brink of, 
such as: the Age of Ideas 
or the Age of Propa- 
ganda; the Age of Global 
Prosperity or the Age of 
Self-Interest and Protec- 
tionism; the Age of Su- 
per-Science or the Age of the 


Science of Mass Destruction; the Age of | 
Capitalism or the Age of Capitalists; the | 


Age of Hyperpower or the Age ofthe End 
of Superpower; the Age of Higher Con- 
sciousness or the Age of the Battle of 


Ideologies; the Age of Fast Wars or the | 


Age of Continuous War. 
To guide the world away from the 
bad extremes and towards the good 


SELECTION 


A required read 
for all bosses 


F an apple a day keeps the doctor 
away, then a carrot a day is the pre- 
scription to make your employees 
stick around. That's the premise of the 

authors, who we are told “are the 
world's leading authorities on employee 
motivation." So what are these carrots? 
Well, they essentially boil down to four 
words: praise effort, reward results. 

As they point out, praising effort is 
very important, but it should come from 
the right quarter. Employees are more 
likely to appreciate praise from their 
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A strategy 


ones, Patel says we need master strate- 
gists who are wise and can think in the 
long term. Patel urges us to rise above 
the old parameters of strategic thinking 
set by masters like Sun-Tzu, Chanakya, 
Machiavelli and Clausewitz. The pur- 


| pose of the new master strategists must 


be the global good rather than winning 
in competitions. 
Readers with a 





THE MASTER 
STRATEGIST 


Power, Purpose and 
Principle 


By Ketan J. Patel 


Hutchinson 


Pages: 240; 


Special price: Rs. 595 


sense of history might 
prefer the realistic appraisal of Charles 
Dickens, which is valid for all times. In- 
stead of either/or extremism, Dickens 
enunciates, in A Tale of Two Cities, the 
principle of simultaneity: “It was the 
best of times, it was the worst of times, it 
was the the Age of wisdom, it was the 
Age of foolishness, it was the epoch of 
belief, it was the epoch of incredulity, it 


immediate superior than from a distant 
CEO who they see once a month. 

Then comes rewards. A lot of care 
and effort has to be put in choosing the 
right rewards — gifting a mug to some- 
one who brought in a sales order of a 
million dollars is hardly appropriate. 

Through anecdotes, homilies and 
suggestions, the authors give enough 
tips to bosses on how they can 


A CARROT 

A DAY 

By Adrian Gostick CARR 
and Chester Elton A D JAY 
John Wiley & Sons Ẹ ss 0 sac 
Pages: 384; T Gastar Erron 





price: $12.95 
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was the season of Light, it was 
the season of Darkness, it was 
the spring of hope, it was the 
winter of despair we had 
everything before us, we had 
nothing before us, we were all 
going to Heaven, we were all 
going direct the other way..." 
Dickens was an ace generalist. 
His tale is a brilliant illustration 





KETAN J. PATEL is the 
founder and head of 
the strategic group at 
Goldman Sachs. He 
travels across the 
world advising leaders 
in industry, finance and 
government. His inter- 
ests are disruptive 
technology, geopoli- 
tics, ancient military 
thought and meditation 





of bad strategies and unin- 
tended consequences. 

In his missionary zeal, Patel has ig- 
nored the Dickens principle. Good 
stands out when surrounded by bad, 
heroism shines amid general cow- 
ardice, etiquette attracts attention amid 
uncouthness — there can't be peaks 
without valleys. The extremes that Patel 
talks about, even the good ones, are the 
static points of history. They are the cul- 
mination before the pendulum starts to 
swing yet again. At extremes, potential 
force builds up, but the real history of 
anything, any field, is about movement. 
At static points, history is about forces 
that are gathering for the next move. 

Strategic thinking is about notallow- 
ing extremes to happen, and anticipat- 
ing the consequences if extremes are in- 
deed reached (in other words, making 
‘if-then’ extrapolations). More impor- 


motivate employees to fill all 365 days 
of the year. Suggestions range from 
smiling more, scowling less, using the 
photo of high performing employees in 
the annual report of the company or 
surprising a new employee with a 
banner at the entrance welcoming 
them into the office. Since most people 
spend a large part of their lives in 
office, bosses are also advised to help 
employees deal with their personal 
problems — whether it is weight loss or 
tax troubles. 

The book's great strength is its 
packaging. Its attractive design, cou- 
pled with an easy to read style make 
sure that your attention is grabbed and 
stays riveted. Now, all bosses need to do 
is follow the suggestions. 


CHITRA NARAYANAN 












tant and far more difficultisanticipating | 
| warded courtiers who present not what 


the unintended consequences of strate- 
gies. That requires intuitive and wise 


generalism. A master strategist is an Op- | 
timistic pessimist who knows that unin- 
tended consequences usually have far | 


more serious implications than in- 
tended ones. Patel does not deal with 
unintended consequences, nor are they 
the subject of management books 
which are gung-ho about positivism. 
Consider the case of the recent 


floods in Mumbai. It was the unin- | 


tended consequence of the strategy of 
greed and corruption. The intended 
consequence was to profit by convert- 
ing Mumbai into Shanghai. The unin- 
tended consequence was public fury. 


New strategies are now being devel- — 
oped. What can be their unintended | 


consequences? Will the poor and mid- 


Camera 
Lucida 


N words as in pictures, T.S. 

Satyan, the doyen of Indian 
M photojournalism, has cap- 
tured a broad swathe of inde- 
pendent India's history 
through intimate frames 
taken over six decades. In ALIVE AND 
CLICKING (Penguin), Satyan tells all in a 
characteristically simple style. 

A "simple and ordinary man" from 
Mysore, he has had brushes with many 
people who were anything but ordinary. 
His book's cast ranges from Jawaharlal 
Nehru and Satyajit Ray to R.K. Narayan 
and K.M. Cariappa. Through years of 
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extremes 


dle classes quit Mumbai? How will 
Mumbai’s women, who suffered the 
most, vent their anger? There is a histor- 
ical precedent: the unintended conse- 
quence of the hunger and anger of Paris 
women was the French Revolution. 
Patel’s book is provocative. The 
brooding begins after the book is read 
and put away. Questions arise: what 
is the future of strategic thinking? 
What should or could be its purpose? 
Why are strategists usually well-re- 


they think is right, but what is wanted 
by those who fund them? Above all, is 
long-term anticipation possible? Every- 
thing makes sense in hindsight, though 
even hindsight is coloured by religious 
or ideological prejudices which might 
generate unintended consequences 
like terrorism and communal riots. And, 


! can some sort of science of u nintended 





consequences be developed? 
Patel is an unusual strategist. He is 
an idealist who believes it is possible 


| to strategise for global peace, prosp- 
| erity and man's elevation towards a 


higher level of consciousness which is 
beyond power pursuit, greed and 
ruthless competition. Overall, the book 
is a good read in this Age of Cynicism 


| and Despair. a 








visit to Bombay, which is really just the 


perseverance, he struck a 
level of personal rapport with 
each one of them. Be it the 
Dalai Lama’s passage to In- 
dia or Vinoba Bhave's walk 
across the the country, h 
Satyan found one great as- 
signment after another. ! 
In the jostle of famous 
faces, Satyan doesn't lose 
his compatriots. He tells the 
story of Pope Paul VI's 1964 


backdrop to the dramatic death of 

gifted photojournalist Shyam Kilanjar. 

He also writes about Kishore Parekh, 
Raghubir Singh and India's first woman 
photojournalist Homai Vyarawalla. For- 
ever the man behind the camera, 

Satyan is probably at his weakest when Í 


he turns the lens on himself. g 
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| |... Looking for a hassle-free way to recruit the best IT talent in the Northeast? 








| Tür to The Telegraph Jobs Mart at NICT 2005, the first-ever Information and 
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DO YOU SEE 
THE FUTURE? 
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Showcase your vision by entering your work. 
Call for entries for India's premier corporate design awards - Businessworld NID Design Excellence 


Awards 2005. We're saluting not just the spirit of evolution but designs that will revolutionize life Nino sur 
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itself. Send in your entries and give the future a whole new dimension. Deadline October 30th, 2005. ———~ 
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*Home *Person *Office *Mobility *Society - Public spaces *Healthcare *Future *Designer of the year 
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India is sui generis 
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MMEDIATELY after Independence, Jawaharlal 
Nehru warned the country of two dangers it faced: 
communalism and communism. Nearly six 
decades later, the wheel has come full circle and In- 
dians face a choice between BJP's propagation of 
the former and Congress5 penchant for the latter. 

Itis a mistake to assume that the Left alone subscribes 
to communism. The communist mindset is symptomatic 
ofthe Congress too, driven as it is by the National Advisory 
Council (NAC). For a clear example ofthis, look at the Na- 
tional Rural Employment Guarantee Bill (NREGB) that is 
being debated in Parliament. 

The NREGB is a Common Minimum Programme 
(CMP) pledge of the UPA government, and the Left may 
have suggested amendments 
to claim credit during the West 
Bengal and Kerala elections 
and, perhaps, bolster its mem- 
bership drive in the Hindi 
heartland. All the same, it re- 
mains a Congress-cum-NAC 
baby. One can argue that Na- 
tional Common Minimum 
Programme is a political docu- 
ment and, since parts of it are 
vague, need not be taken seri- 
ously. But that hypothesis is 
not true of NREGB and public 
enterprise reform. Indeed, why 
should public sector enter- 
prises be privatised and em- 
ployment generation left to the 
private sector? The proposition 
that government' role should 
be limited to creating a facilitating environment for pri- 
vate sector growth and jobs, such as through Bharat Nir- 
man for the rural population, fails to appreciate how far 
left the Congress has moved despite the reform trinity of 
Manmohan Singh, P Chidambaram and Montek Singh 
Ahluwalia being part of the government. 

Several decades ago, a foreign-born president of the In- 
dian National Congress, Annie Besant, made the claim 
that India was sui generis, that is, India has no comparison 
in the world and is unique. Now another foreign-born 
president of the party also appears to adhere to this notion. 
That's why India alone of all socialist countries — true, we 





know very little about Albania and North Korea — believes | 


it must guarantee its citizens jobs. So Sonia Gandhi has en- 
sured that even if it were not so, India becomes sui generis. 

Given the failures of the market economy, there is a 
strong case for government providing social security. It 
may come rather late in the day but the National Com- 
"tior Enterprises is reportedly drafting such a legis- 
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It is a mistake to assume that the 
Left alone subscribes to 
communism. The mindset is 
symptomatic of the Congress too 

















lation. These social security provisions will presumably 
cover rural India and include provisions for unemploy- 
ment insurance. In that case, the unemployment provi- 
sions of NREGB would become redundant. 

NREGB is partly, though not entirely, about money 
and finding resources, 10 per cent of which now has to 
come from states. These resources carry opportunity 
costs and the poor are usually victims of these missed Op- 
portunities. Estimates of how much the NREGB will cost 
vary widely, depending on whether one has 200 districts 
in mind or all of India. Yet, there are other factors to con- 
sider. First, the scheme is no longer confined to below the 
poverty line (BPL) households. Second, the cash compo- 
nent ofthe minimum wage is Rs 60 per day. 

Spliced with the non-cash 
component of Rs 40 per day, 
this is higher than minimum 
wages in most poor states, and 
there is no guarantee that only 
the poor will volunteer. Third, 
there are demands that the 
scheme should be widened to 
cover urban areas and provide 
more than 100 days of employ- 
ment. Fourth, there will be the 
tendency on the part of states 
to inflate numbers. One has to 
only remember that the num- 
ber of BPL ration cards means 
we have 400 million very poor 
people. A full-fledged employ- 
ment guarantee could absorb 
more than the estimated 
Rs 40,000 crore. That is, if the 
current anti-poverty programmes (and not just Food for 
Work) are absorbed in the NREGB. 

The more important point is, however, not resources, 
but leakage, corruption and administrative costs. Altho- 
ugh Rajiv Gandhi famously stated that only 15 per cent of 
the anti-poverty expenditure reached the target benefici- 
aries, the Planning Commission now tells us that with the 
exception of the Indira Awaas Yojana, the figure is more like 
six per cent. The core issue thus remains implementation. 

While the better-administered states will have effi- 
cient programmes, there will be no such initiative in the 
badlands that are central India. Nor will there be any civil 
society surveillance, even if there is the pious thought that 
the job guarantee Act should be deployed in conjunction 
with the Right to Information Act, So it would not be out of 
line to surmise that what the NAC and its patrons want is 
to flush more money down the drain. 

India, it can be claimed, is indeed sui generis — in 
legislating corruption. zx 
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nundated with unwanted emails everyday? Yahoo! India Mail 
allows you to receive such unwanted emails directly into the 
Bulk Mail folder. Simply assign the unwanted email addresses to 
the Bulk Mail folder and keep your inbox free from spams, 


wvorms... and bosses! 


.og on to www.yahoo.co.in for details 


My boss sends me emails on 
marketing strategies, feng shui, 
yoga and other junks everyday! 


Truth is, they never find their 
way into my Yahoo! inbox. 


YAHOO! MAIL 


INDIA 


Everyone you know has one! 
/ y 
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Videocon - 

A Slobal player 

in the world of 
colour televisions. 


The script has unfolded. 


With the completion of 
acquisition of Thomson's 
colour picture tubes 
business in France, Italy, 
Poland, Mexico and China, 
Videocon will have access 
to state-of-the-art 
manufacturing and R & D 
facilities across the world. 


All this gives Videocon 
global scale and efficiency. 
And for you, the reassurance 
of knowing that the best 
brains in the world are 
behind the TV you buy. 


You'll agree, it's time for us 
to welcome an era of 
crystal-clear viewing. 
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E-mail anywhere. Look good everywhere. 






| To: ArunKumar@MeraCompany.com 


E T 
| Cc: Finance@MeraCompany.com 







Mail 


Dear Arun, I arn delighted with the HutchMail experience on options 
my 9300 smartphone, I recommend that we evaluate this df 
Close 







for immediate deployment. Please call 30303838 for details. 
Regards, Dewang. 
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The Nokia 9300 smartphone - Created for a new generation of leaders. 


With QWERTY keyboard and a brilliant 65K colour widescreen, you can easily create full messages 
with attachments on the Nokia 9300 smartphone. And now with HutchMail, mobile e-mailing is 
serious business. Find out more at www.nokia-asia.com/9300 and www.hutch.co.in 


E-mail with attachments * Office applications « EDGE (EGPRS) for high-speed data transfer 
* Fax * Hands-free speaker phone e» Multi-Party conference calling* « PIM functionalities 

* Widescreen viewing and full keyboard « 80MB user memory and 128MB MultiMediaCard 
* Games and Music Player *Network dependent 
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HutchMail 


HutchMail recommended on Nokia 9300 smartphone 


HutchMail is a service prov 


Lead by example 


Always insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered phones. Nokia India Warranty is applicable only for phones imported 
by Nokia India Pvt. Ltd. — For assistance on Nokia products and services ail Nokia Care. A her 
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FOR THOSE WHO LOVE TO TRAVEL BUSINESS CLASS, 
HERE IS SOMETHING TO LOOK FORWARD TO. 


INTRODUCING THE NEW TATA INDIGO GSX & SX. 


The Tata Indigo range just upped its luxury quotient a few notches higher, with the Indigo SX Series. Soothing 


beige interiors, luxurious leather seats, sleek electronic instrument cluster, and rear seat armrest Pom e 
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environment-friendly engines - an 85 PS MPFI Petrol engine, and the new 70 PS Turbo Charged TURBO DIESEL 


add a new dimension to comfort. Further enhancing your driving pleasure are two 


Intercooled Diesel engine. Take a test drive today. Rest assured, you'll find the drive a class apart. INTERCOOLED 





THER UPHOLSTERY VIDEO PLAYER HEIGHT ADJUSTABLE DRIVER'S SEAT ARMREST ON REAR SEAT. FRONT FOG LAMPS ALLOY WHEELS ELECTRICALLY ADJUSTABLE ORVE 


Visit us at www tatamotors.com For assistance or queries on our passenger car range, call our toll-free number: 1600-225554 
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Call For Justice 


Q Our nation’s shaky justice system 
is often not able to bring criminals to 
book. Political leaders sometimes 
perpetrate gruesome crimes, and 
they do it with virtual impunity, 
knowing full well that the rule of 
law can be conveniently 
‘interpreted’ in their favour. Mere 
resignations and apologies in 
Parliament can never compen- 
sate for their crimes. 


S. George Mathew, Kochi 





LET THE DISCOMS SUFFER | DOES PRESSURE WORK? 
Your news article (‘It Was A PR Failure’ | Ifound Ranjit Shastri's column (‘How 
BW, 12 September) discussed the Delhi | ToWin Without A Fight’, BW, 29 Aug- 
government's decision to bear some of | ust) shocking. The author actually im- 
the rolled-back power tariff through | plies that employees are ‘adversaries’ 
subsidies to private distribution | We must remember that employees are 
companies, Though BW asked Lalit ! an essential part of an organisation. Its 
Jalan of Reliance Energy some tough | success or failure is as dependent on 
questions, you, and the Delhi | them as it is on the management. 
goverment itself, let him off too easily, | Second, Shastri suggests that 

The government should conduct | labour problems can be solved by 
an independent power meter inquiry. | applying external pressure, instead of 
Since such a large number of Delhi | addressing the concerns of the 
residents feel that the meters are false, | workforce. Pressure may work in the 

| 

















there must be at least some evidence to short-term, but it will do no good to the 
their claims. If any false meters are , morale of the employees and, hence, 
found, the Delhi government should — | the companys productivity. 

make arrangements for an immediate — | Ashique Desai, Mumbai 

refund of over-charged electricity 
bills to all customers — and the , OPPORTUNITY IN TRAGEDY 
discoms should be the ones to pay it. After the floods, a drive to rebuild 

It should also ask the discoms to install | Mumbai's drainage system began. This 
new meters. work should include the building of a 
Madhu Agrawal, Delhi tunnel system for various utilities. With 
a permanent tunnel in place, utility 
companies could stop creating havoc 
by digging up the city’s main roads. 
Norbert, posted on BW website 


Met Rea m itt A A Ra y VY A iA ter: 


CORRIGENDUM 

In ‘Ready To Fly’ (BW, 12 September 
2005), we incorrectly stated that the 
Indian Air Force (IAF) has given a letter 
of intent for 40 aircraft. The IAF has, in 
fact, only asked the Defence Research 
and Development Organisation to 
send a quotation for 40 aircraft. 
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cover srorv 30 RESUrrecting Dabhol 


The controversy-ridden Dabhol power project is being revived at a cost of about Rs 11,000 crore. But none of 
the underlying problems that led to its closure are being addressed. Will there be a replay of the crisis? 


Low On Gas Prices of natural gas are Zooming and India has still not tied up supplies. 








Blair switches hats 


UK premier Tony Blair talked trade 
with Prime Minister Manmohan 
Singh during his visit to India. And 
it wasn't just bilateral trade — as 
EU president, Blair was also here to 
discuss multilaterals and WTO. 


« Tony Blair & Manmohan Singh: 
Finding common ground 





ONGC CMD Subir Raha may have won the first 
round, but the battle looks like it’s far from over. 


Coal After e-auctions, it could be futures. 


Interview Blackstone's Akhil Gupta, who is in charge 
of investing $1 billion in India, talks about his intentions. 
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HCLs Next Phase 


Once the top dog of Indian IT, HCL 
Technologies has got left behind. 
Vineet Nayar, an old hand at HCL 
who is now its president, tells BW 
how it will make up for lost ground. 





Nayar: Beyond applications » 


Kaya with its chain of skin clinics, Marico may have 
cracked a model other FMCG companies have grappled with. 


Low-cost PC The sub-10K machines are becoming 
a rage. But are they viable enough to sustain the momentum? 


Stem Cells NBRC infuses fresh life into the research. 


Electric Vehicles Anumber of new electric vehi- 
cles are being rolled out in India. Has their time finally come? 
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IN VOGUE 


so| Gem Of A Business 
ae Not so long ago, schools were not 


looked upon as profit spinners. 
GEMS, an education consultancy, has 
come to India to show that they can 
be viable business enterprises. 


4 GEMS offers total solutions to 
clients planning to start a school 





62! Bookmark Swapan Dasgupta relates some argu- 
ments against Amartya Sens The Argumentative Indian. 


COMMENT 
24| Ashok V. Desai The plot of the De- 


partment of Telecommunications to meddle in 
telecom pricing is far outside its powers. 


ARBOR MENTIS 


44 Subroto Bagchi while executing a 
vision, it makes sense to improve the perform- 





GAMEPLAN 
52! Ranjit Shastri How a residential 


colony discovered that water rationing was not 
as effective as they thought it would be. 


THAT'S IT 


58! Mala Bhargava why the world has 
begun to wonder if Google might become the 
next and biggest global monopoly. 
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Stock Sense: The interest rate outlook softens. Oil 
prices fall as the International Energy Agency 
releases strategic reserves. Global equity markets 


prosper in the wake of Katrina. Is something amiss? 


Fine Print: Are we protecting Muslim personal laws 
or condoning kangaroo courts? 
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ance of the best, and leave some people behind. 








_ EESTESSTO 
The re-rating of India 


HE European Union delegation led by British 
prime minister Tony Blair left India late this 
week, taking with it a $2.2-billion order for 
Airbus. India, in turn, signed up to be part of the 
Galileo satellite navigation programme led by the 
Europeans and touted as the Internet of global navigation. 
The economic substance of the deliberations between the the 
two sides was remarkable — probably the first time that 
economics overshadowed everything else in Indian 
diplomacy — and quite in line with other, recent events. 


The deepening of relations between India and the US is 
propelled to a large extent by India’s growing economy — just 
look at the big ticket defence purchases being talked about. 
The thawing of relations between India and China wouldn't 
have been possible without the 
economic resilience that has 
opened Chinas eyes to India's 
possibilities. 


Businessworid 


ino 7 
IS BACK! 


The re-rating of India, as it were, 
in global politics is a direct 
consequence of the economic 
liberalisation started in the early 
nineties by the current prime 
minister, soon after this country 
was forced to mortgage its gold. 
It is tempting to look at the 
distance we have travelled since then, and be amazed. But 
that temptation should be resisted. 


But ts 
that 
good 
news? 





The growing economic richness of its foreign relations may 
be new to India, but its economic clout is still small by any 
comparison. India still accounts for only 1 per cent of world 
trade in goods. In services, that figure is 1.5 per cent. India's 
trade volume with the European Union, for example, stands 
at Euro 33 billion, and that is leagues behind China's 175 
billion, Russia's 126 billion or even South Koreas 48 billion. 


So as he savours the results of the good deeds he did in 1991, 
Prime Minister Manmohan Singh would surely be aware that 
much of the re-rating that has happened is because of the 
potential that people see in a reforming India. Turning that 
potential into reality has never looked tougher, with an 
unreasonable Left, beholden to trade union interests, 
blocking every reform measure. 


|" o 
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TONY JOSEPH, EDITOR 
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T the plenary session organ- 
ised for the sixth India-EU 
Business Summit, Tony Blair 
(R) juggled two hats at once 
— that of the president of the EU and as 


.—, the prime minister of the UK. 


Blair's statement, “it is always better 


\_/ tobe on the side of opening up”, was as 


“ much a call to Europe as India. "The 


future of Europe lies in the knowledge 


——, Sector" was a call to curb the backlash 


against outsourcing as also to convince 


" EU leaders to dismantle their huge agri- 


^ cultural subsidies. Indian Prime Minis- 
| c . ter Manmohan Singh (L) took the open- 
—— ing. "Greater market access to Indian 


products and services in the EU would 


' create healthy conditions to placing two 


— 


way trade on an even keel,” he said. 
Those remarks only made clear the 


E theme that had been playing itself out 


during Blair's two-day visit to India last 


7 week. The EU is increasingly concerned 


about the future of the WTO. It fears that 
a failure of the ministerial conference in 


| d . Hong Kong later this year could result in 


an irreversible breakdown of the global 


^7 trading system. At various forums dur- 





ing Blair's visit, the Europeans acknowl- 


\ / edged that agriculture was holding up 


greater liberalisation of trade. 
There was some sparring too. Com- 


; merce minister Kamal Nath com- 


OIL PRICE HIKE 


Enough? 


FTER sitting on it for three 
months, the government 
last week hiked the prices of 
petrol by Rs 3 a litre and diesel by 
Rs 2 a litre. Kerosene and liquefied 
petroleum gas were left untouched. 
This hike is expected to reduce the 
underrecoveries of oil companies, 


estimated at Rs 40,000 crore by 
Rs 5,000 crore. It will ensure that 
IBP does not become a BIFR case 

this month. Till now, oil 


marketers were 
losing Rs 7.50 
per litre of 
petrol and Rs 
5.50 for a litre 
ofdiesel. W 


_ 7 September 2005 





TONY BLAIR'S INDIA VISIT 


Trade on their minds 


plained about market access problems 
due to sanitary and phyto-sanitary is- 
sues, while the Europeans said Indian 
tariff walls were too high. 

The EU' s concern is certainly war- 
ranted. After Doha there has been pre- 
cious little progress in trade talks. Can- 
cun saw developing countries close 
ranks and form an effective negotiating 
group in the G20. The summit failed pri- 


cals has proposed the imple- 

mentation of the Pharmaceutical 
Policy of 2002, which will bring 39 
molecules — 20 per cent of the prod- 
ucts in the market — under price con- 
trol. The list of 39 was drawn up by ap- 
plying the criteria of the 2002 Policy to 
354 drugs in the National Essential 
Drugs (NED) list. The price-fixation pro- 
cedure for these drugs will be the 
same as that applied to older price- 
controlled drugs. 

Under the new policy, the Drug 
Price Control Order (DPCO) under the 
Essential Commodities Act 1955 is to 
be replaced by the Price (Regulation 
and Monitoring) Act. The weighted av- 
erage price of three (or five) leading 
brands is to be used as ceiling price or 
the maximum retail price (MRP). 

For public procurement, the MRP 


T res proposes me mne- 
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marily on US reluctance to budge on 
cotton subsidies. Last July, a Framework 
Agreement was signed at Geneva stat- 
ing that agriculture would form a basis 
for all future negotiations, something 
that the G20 has been wanting all along. 
The developed world wants non-agri- 
cultural market access, all future negoti- 
ations on tariff to be conducted on the 
“applied tariff” and not on the “bound 





DRUG PRICING 
Manufacturers 
may be forced 

to play ball 


shall be slashed by 50 per cent. The 
current value of public procurement is 
estimated at Rs 3,000 crore. 

The companies will be left free to 
revise their prices, subject to the 
agreed ceiling or the inflation rate. All 
drugs will, however, be subject to 
monitoring by the National Pharma- 
ceutical Pricing Authority. Price-fixa- 
tion for all new generic drugs, which 
are outside the list of 246 molecules, 
will be left to the companies. 

The Union government has been 
concerned with the excessive trade 
margins on generics. It is determined 


tariff”, and no tariff on imports of some 
hi-tech products in return for fully liber- 
alised trade in 2-3 sectors like textiles . 

Blair’s and, indeed, much of the Bri- 

tish delegations posturing was as much 
a message to EU countries as it was to 
urge India to play a decisive and sensi- 
ble role in the next round of trade nego- 
tiations. “India should use the next 13 
weeks to the Hong Kong round to make 
a case for greater openness... and work 
in India’s long-term interests to become 
a leader in Asia.” said Peter Mandelson, 
commissioner for external trade, Euro- 
- pean Commission. 
... While the EU is India’s largest trad- 
ing partner, accounting for 21.77 per 
cent exports, it accounts for only 1.6 per 
cent of imports. Also, India gets 0.3 per 
cent of the EU' soutgoing FDI. Clearly 
there is a fair bit of opportunity here. 
Both sides announced the adoption ofa 
Joint Action Plan that covers both politi- 
cal and economic cooperation. 

India also seemed keen to take the 
opportunity created by Europe's demo- 
graphics. As Europe's population ages 
rapidly, there is expected to be a huge 
skill shortages in many of the EU coun- 
tries. That's a gap Indian workers and 
professionals could plug, Singh said. 
Will the EU free up trade in services? W 

SAMAR SRIVASTAVA 


39 drugs out of the National 
. Essential Drugs list to come 
under price control 


New generics not belonging 
to the NED list to be spared 


~ The weighted average price 
of the top three brands to 
. be the ceiling price 


' Government to negotiate 
-price of patented drugs too 





| STOCKMARKETS | 
| Sensex touches | 
magic 8000 | 


HE BSE Sensex crossed 8000 

for the first time ever on 8 

September 2005. Supported 
by blue-chips stocks, it gained 61.73 
points in the first 30 minutes of 
trading, largely in response to eas- 
ing oil prices. Global oil prices fell 
below $65 a barrel in Asian trade. 
This was coupled with sustained FII 
inflows as well as buying by private 
mutual funds. FIIs have pumped in 
about Rs 1,186 crore during last 
week and reported net investments 
of Rs 247.90 crore on 5 September. 
The index took 55 days to go from 
7000 to 8000 mark. While it had 
taken 48 days to go from 5000 to 
6000, it slogged for over 170 days to 
go from 6000 to 7000. 

Finance minister P. Chidamba- 
ram, changing his earlier view, said: 
“The Sensex rise is not a cause for 
worry or concern. Stockmarket 
movement is orderly." B 

GARG! BANERJEE 
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. ment of VK. Sibal, direc- 


` Srinivasan, special sec- 


v Battle not 


NGC chairman 
and managing 
director Subir 


Raha has been slugging 
it out over the appoint- 


tor general of hydrocar- 
bons, and M.S. 


retary, to the ONGC 
board. There seems to 
be peace for the time 
. being, but the petro- 


'" leum ministry is said to 


have sought the views of the law and fi- 


r — nance ministries on the composition of 
v A theboards of PSU oil firms. 


Raha's term at the head of ONGC 


ends in May 2006 and he could get an | 


extension. But already ministry officials 
are raising questions. 
They say that the DGH is not a statu- 


., tory regulator in the true sense of the 


word. They are also asking whether 
.; Raha should have opposed the decision 
—. of its largest shareholder? An oil min- 
\/ istry official points out that the Union 
"» government that appointed him has de- 


" cided to increase the number of direc- | 











ONGC 


over for Raha 


tors on the board of 
ONGC. The govern- 
ment has a 74 per cent 
stake in the company. 
Doubts are being 
raised about the direc- 
tion in which Raha is 
taking ONGC. An ex- 
ploration and produc- 
tion outfit, it is getting 
into petrochemicals, re- 
fining and oil market- 
ing. Raha has announ- 
ced a number of invest- 
ments too — Rs 25,000 crore in Manga- 
lore for a petrochem facility, Rs 7,500 
crore and Rs 7,900 crore for refineries in 
Kakinada and Barmer, respectively. 
That's because ONGC has not had 
much success in exploration. Ministry 
officials say that while private compa- 
nies have managed to find deposits in 
India, ONGC's track record is nothing to 
write home about. Even globally, it has 
not acquired any equity in oil for nearly 
two years. The rising fortunes of ONGC 
are more due to the increasing global oil 
prices rather than successful strikes. Ni 
ANUP JAYARAM 


HEMANT MISHRA 








ELCOTEQ 


Making it in India 


ing service (EMS) company El- 

coteq has announced plans to 
make communication network 
equipment (CNE) in India. The com- 
pany was the first to make mobile 
handsets in the country. It is now 
looking at a slice of the Indian EMS 
market that is estimated to grow to 
$2 billion in a couple of years. 

Elcoteq’s wants to merge the 

software skills available in India with 
its own engineering skills. This will 
enable it to provide engineering ser- 
vices to communications original 
equipment manufacturers (OEMs). 
CNE accounts for 20-25 per cent of 
Elcoteq's global tumover of $3.6 bil- 


f INNISH electronic manufactur- 


lion. The company already makes 
CNE equipment for Ericsson, Huawei, 
Kathrein, Marconi, Nokia Networks 
and Siemens. 

Bruno Cathomen, vice-president 
(CNE), Elcoteq, says: “There are few 
companies that do hardware design 
in India. This move will encourage the 
OEMs to use the skills available in In- 
dia.” The company makes microwave 
radios, 3G base station radio fre- 
quency modules, and switching card 
assemblies. It is yet to decide what it 
will make in India. The Indian base 
will not only cater to demand in India, 
but also that from Africa, the Middle 
East and the rest of South Asia. W 

ANUP JAYARAM 
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WPP 


Buying spree 
continues 


PP chairman Martin Sorrell 
was part ofthe business del- 
egation accompanying 


British prime minister Tony Blair to In- 
dia. Yet, he found time to formally an- 
nounce the merger, subject to regula- 
tory approval, of Bates Asia and 
Enterprise Nexus. The merged entity is 
to be named Bates Enterprise and will 
be the No. 5 agency in India. But Sorrell 
had more to share than just the news of 
the merger. 

Sorrell has just taped up something 
he does best, acquisitions, in the critical 
markets for WPP along with India, 
China and Australia. This is in keeping 
with Sorrell's plans of ensuring that the 
growth' markets of Asia-Pacific, Latin 
America and the Middle East con- 
tribute one-third of WPP’s billings. “Or- 





ganic growth is always the strongest 
way to grow. But when you start as a 
wire basket manufacturer and want to 
do something in 20 years, you need ac- 
quisitions to buttress organic growth,” 
says the deal-happy Sorrell. 

On the larger issue of how technol- 
ogy will affect advertising, he conceded 
that traditional media in mature mar- 
kets was under pressure from new tech- 
nology. He mentioned Craigslist, a Bay 
Area classifieds website, that has in 
some regions, wrested 70-80 per cent of 
the classifieds market. “The real issue is 
how you compete without destroying 
your own business,” says Sorrel. 

With companies ranging from full 
service agencies to specialists under the 
WPP umbrella, one would think Sorrell 
has already mastered that lesson. kä 

PALLAVI ROY 
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KSL and Industries Limited 


Goin 
full 
ahead 


- 











With the textile industry in the country set for exciting growth post 
dismantling of the quota regime, KSL and Industries, is ready to take on 
the challenges combined with vibrant realty development. 


Foray into Realty 


The country is in the midst of a 
realty boom. The realty segment 
is attracting huge investments and 
is expected to grow 25-30 per cent 
over the next few years. 


Real estate segment all over India is 
seeing a boom. Globalization and 
advent of MNCs, the mindsets and 
lifestyles of India's upwardly mobile 
is undergoing rapid change. People 
now want to enjoy all the comforts and 
pleasures that life offers not only in 
metros but also even in smaller cities. 


With its vast experience in 
construction, KSL and Industries 
too has decided to leverage on 
its strength and undertake realty 
development through its subsidiary, 
Reward Mercantile Company Private 
Limited. The Company has acquired 
erstwhile Empress Mills in Nagpur, 
and it is developing 10 hectares 
of space, named as “Empress 
City” project. 





A city within the city, Empress City 
is due for completion in next three 
years. The facility will comprise of 
Information Technology Park, 
a Five Star Hotel, Shopping Mall, 
Multiplexes and Residential facilities 
of the State of the Art Level - a new 
milestone on the lands of Orange 
City Nagpur. In addition there will 
be facilities like a big Club House, 
Swimming Pools, Health Club, 
Jogging Park, Play grounds, Indoor 
games, Community Halls, Temple, 
Emergency post, Tele-communication, 
Video Phones, High Security and 
much more. 


Healthy financials 


During the last fiscal FY 2004-05, 
KSL and Industries achieved net 
sales of Rs 153.62 crores during the 


-e » 





ste 


12-month ended March 31", 2005. 
The company's net profit increased 
to Rs 10.67 crore for the 12-month 
ended March 31", 2005. On a paid up 
capital of Rs 10.60 crore, the earnings 
per share was Rs. 10.07. The Company 
has declared a dividend of Rs. 5 per 
share (Rs.10 face value) and bonus 
shares in the ratio of two shares for 
every one share held. 

KSL and Industries has come out with 
impressive Q1 results. The company 
has achieved net sales of Rs 75.02 
crores during the first quarter ended 





30th June 2005 as against net sales 
of Rs. 25.21 crores during the previous 
year quarter ended 30th June 2004. 
KSL and Industries! net profit 
increased to Rs 7.87. crores for the 
first quarter ended 30th June 2005 
as compared to Rs 0.27 crores during 
the first quarter ended 30th June 2004. 
On a paid up capital of Rs 10.60 crores, 
the earnings per share works out to 
Rs 7.43 (notannualised). 


The management believes in 
increasing shareholders wealth by 
maximizing returns and towards 
this endeavour, KSL has regularly 
distributed dividends and bonus 
shares. The management follows a 
prudent financial policy of keeping 
borrowings to the minimum. 


On completion of expansion, the 
textile business is likely to contribute 
Rs. 275 crores to the net sales and 
Rs. 32 crores to net profit in the year 
2006 that will grow to Rs. 850 crores 
in net sales and Rs. 105 crores in net 
profit by the year 2009. The realty 
project when completed will have a 
commercial value of around Rs. 1400 
crores. The company will sell 
residential apartments and part of 
IT Parks which will cover the 
CAPEX of realty project and the rest 
(Hotel, Shopping Mall, part of IT 
park and all other amenities) will be 
given for lease, which will generate 
Rs. 100 crores cash flow annually. 


Expanding for growth 


KSL and Industries is one of the 
few integrated textile mills in the 
country with facilities of spinning, 





knitting, processing and garment 
manufacturing. The company is 
expanding textile capacities to cater 
to the large global markets. 


The expansion will help KSL and 
Industries to meet the growing 
international demand for textiles. 
World over, major retailers are 
looking at outsourcing textiles. 
India has inherent advantages over 
competition like state-of-the-art 
technology, low production cost, 
availability of high-quality cotton 
and skilled manpower. As a result, 
the domestic 
textile industry is 
ideally 
positioned to 
cater to the 
ever-growing 
global fashion 
industry. The 
abolition of quota 


Empress 


www.kslindustries.com 


system that limited the textile exports 
has created new opportunities for the 
domestic textile companies. 


The ambitious capital expenditure 
programme involves an outlay of 
Rs. 600 crores. On completion of 
expansion the total spinning capacity 
will be 2.16 lakhs spindles that will 
be capable of producing 21,000 TPA 
of cotton yarn. The company 
will install an additional 1.51 lakhs 
spindles in the process. It currently 
has 200 knitting machines producing 
19000 TPA at Dombivali, Thane in 
the state of Maharashtra. The company 
proposes to expand total knitting 
capacity to 30000 TPA by installing 
additional 150 machines. 


The cost of power is a key factor for 
any industry and often a high overhead. 
To mitigate this high cost, KSL and 
Industries has taken steps to set up 
own captive power plants. Currently 
it owns 10 MW power plant and 
plans to set up 6.5 MW coal based 
power plant to support expansion at 
Kalmeshwar, Nagpur. 


Strong pedigree 


KSL and Industries is the flagship 
company of Saurabh Tayal Enterprise. 
Started as a small scale knitting 
unit in 1975, the company later on 
diversified into 

R. F dyeing and 


knitted fabrics 
gradually and 
has today evolved 
into one of the 
composite textile 


processing of 


Advertisement 


mills in the country. The company 
is headed by Mr Saurabh Tayal, the 
dynamic young industrialist with a 


vision to take the group to new 
horizons. 

KSL and Industries is a part of the 
Tayal family, which has over live 


decades of experience in various 
businesses ranging from 
to banks, power and real 
development. The family owns over 
one million spindles and employs 
over 32,000 employees. Mr Saurabh 
Tayal is a third generation scion of 
the family who has been actively 
involved in managing the company 
since the past five years. Under his 
able stewardship, KSL and Industries 
has grown from sale of Rs 32 
FY 2002-03 to Rs 
FY 2004-05. 

Ideal business mix 
With its state of the art facilities in 
textiles and given the coming boom in 
Textile industry post dismantling of 
the quota system, KSL and Industries 
as one of the few integrated textile 
mill is geared to reap the benefits 
Combining realty as a vibrant 


textiles 


estate 


crores in 


153 crores in 


portfolio in the overall business the 
company is set to scale new heights 
in coming years. 
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: "Globalise, 
: slobalise... 


with five IT vendors in- 


AL 





al C 





Computers and Accen- 
ture. In this, ABN was gui- 
ded by outsourcing advi- 
sors TPI. Set up in 1989, it 
has advised over 710 sou- 


than $373 billion. Partner 


Indian IT can hold on to 


must do to maintain their current advan- 
tage and gain a larger share of the pie? 

They would need to globalise. This not 
only means being present in global lo- 


, cations, but also getting a global work- 


force and increasing productivity. They 


' also need to take more risk in the way 


they structure deals, be more flexible, 


/ and adopta marketing approach rather 
_, than just a cost play. They also need 


adopt a global mindset. Being a global 


' company means making a contribution 


to the victims at New Orleans (affected 


* / bycyclone Katrina). Most MNCs in In- 


dia contributed for the Tsunami victims. 


— m What will be more important for In- 





Da: 


dian IT companies: technology and do- 
main expertise, or geographical spread? 
Indian companies need to choose one 
or the other and do it well. Low-cost lo- 
cations other than India that can deliver 
high value need to be chosen. They can 
also choose to deepen their expertise in 
areas like consulting. In five years, there 
will be very few global players left. 


g Why were TCS, Infosys and Patni 
part of the ABN Amro deal? 

There were several phases in the deal 
and we have been advising them for 
over a year. The first piece of outsourc- 
ing (wholesale banking) went to EDS; 
this was the retail side. The five players 


COAL 
Futures trading a distinct possibility 


IDING on the success of coal 
i e-auctions started in March 

2005, the Union coal ministry 
has drawn up a road map to futures 
trading in coal. 

By 2007, the ministry expects that 
it would be able to put 20 per cent of 
Coal India's production of 80 million 
tonnes up for e-auctions. And that is 
when it wants to start futures trading. 
But the plans are yet to be finalised. 

Meanwhile, the ministry wants to 
release more stocks into the e-auc- 


tion system taking the amount to 20 
million tonnes after December 2005 
from 10 million tonnes at present. 
One reason is that the ministry is now 
comfortable with the way small and 
large consumers have accepted the 
auction. The other is that with more 
coal available at auctions, platform 
sale prices will also come down. 

Coal secretary PC. Parakh wants 
to cool down e-auction prices that 
are, on an average, ruling at about 50 
per cent higher than the government 
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were chosen based on 
TPIS strong processes. 
This deal has proved that 
Indian IT service provi- 
ders can get into large 
deals and compete with 
MNCs. Infosys and TCS 
weren't the lowest cost 
providers, IBM and the 
others can be cheaper, 
can and do undercut. 


m What are the deals 
TPI is working on that fig- 
ure Indian vendors? 

We are working on seven 
deals that are in the $1- 
billion-plus category. An 
interesting statistic is that 
40 per cent of the total 
contract value goes off- 
shore. And that doesn't mean only India, 
but countries like the Philippines, Chi- 
na, Eastern Europe and Latin America. 


ASIF SAUD 


m In which parts of the world do Indian 
firms need to beef up operations? How 
important will a China presence be? 
Indian companies would need to glob- 
alise to compete with MNCs on the 
same footing. Holding bench in India 
will no longer do. China, Brazil and 
other countries are very early in matu- 
rity (IT outsourcing). The competition 
in Chinais not the local Chinese compa- 
nies, but the MNCs. However, India's 
edge will continue in spite of rising costs 
and existing productivity levels. " 





notified price (NP). The target is to 
bring the difference down to 20-30 
per cent above NP. 

The ministry is also taking the 
overdue step of changing the mea- 
surement system of grades of coal 
from UHV (useful heat value) used in 
India to global standard GCV (gross 
calorific value). 

The rub is Parakh, who has been 
pushing these progressive steps, is 
due to retire in December. While the 
industry is almost unanimously in 
support of Parakh, it is worried 
whether his successor will to contin- 
ue with his policies. Ca 

PALLAVI ROY 
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_ Offbeat — 


Image makeover 
for home projectors 


VEN as LCD and plasma TV 
E manufacturers are trying to find 

a niche in the Indian market, 
alternative home cinema options are 
now being offered to the consumer. 
Projectors, previously used mostly by 
corporates and educational insti- 
tutions for presentations, are being 
touted as the next best thing in home 
entertainment. 

Early this year, Hewlett-Packard 

(HP) launched its home cinema digital 
projector with integrated DVD player 





A projector can be easily hooked onto a television or a home 
theatre giving an image of up to 200” 


and surround sound. Canon India 
followed suit soon afterwards. 
Although the concept of home 
projectors is not new in countries like 
the US and the UK, it is only just taking 
off in India. 

Cost wise, home projectors have a 
distinctive edge over LCD and plasma 
TVs. While a 46-inch plasma TV could 
cost anywhere between Rs 2 lakh and 
Rs 2.5 lakh, the home cinema projector 
ensemble costs between Rs 80,000 and 
Rs 1 lakh, depending on the model. 
“And the quality is as good, if not better 
than that of a plasma TV,” claims Manu 
Sharma, country category manager 
(Imaging Products), HP The screen size 
is flexible and can be anything from 14 


inches to 200 inches, depending on the 
projector distance from the screen. 

It is predicted that the Indian 
projector market will grow at a rate of 
200 per cent this year. The home 
projector sales, pegged at 5,000 units 
for 2005, is expected to contribute 
significantly to this growth. Canon 
reckons at least 33 per cent of its 
projector sales this year have come 
from the home cinema sector and 
says this segment will soon overtake 
sales of its multimedia projectors. 

"Our mar- 
keting strategy 
is aimed at the 
upper middle 
class families, 
where we have 
observed a 
growing need 
for complete 
home 
entertainment 
centres at 
affordable 
prices," says 
Canon vice- 
president Alok 
Bharadwaj. It 
has opened 13 
home proje- 
ctor showrooms in the country and 
plans to increase their number to 
30 by December. 

Interestingly, the response has been 
better in towns than in the metros, says 
Bharadwaj. About eight to 10 home 
projectors are being sold every month 
in towns like Srinagar and Guwahati. 

While Canon has announced it will 
aggressively market its home 
projectors in the coming days, HP 
views them more as an added value 
proposition. It has about nine 
franchisee dealer outlets in the country. 
It has also tied up with the JBL to make 
its home projectors available at all JBL 
showrooms. # 

NAMITHA JAGADEESH 
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USB 2.0 Swivel Flash Drive 
128MB 256MB 512MB 1GB 2GB 4GB | 


MP3 Music 







Photos 


Presentations 


Files to Share 
Anything Digital 
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Extremely Small. 
» Safe. 








Physical Specifications: 

55 x 17 x 14mm 

Weighing about 28gram (less than one ounce) 
Warranty: 2 year 

Data Retention: 10 years 

Safety Feature #1: Password Protection" 
Write Cycles: 100,000 times 

Lightning fast USB2.0 drive speed 

With USB 2.0 port: Read 8MB per second, 
Write 7MB per second 


w 


Lj 
¢ Delhi Office 91-93 





-Å 


THE Blackstone Group isa global private 
equity powerhouse with $14 billion un- 
der management. The total enterprise 
value of the companies it has invested in 
tops $110 billion. Blackstone has entered 
India with $1 billion drawn from its var- 
ious global funds. All eyes in the financial 
world are on Akhil Gupta, its senior 
managing director in India. Gupta was 
Mukesh Ambani' ambassador-at-large 
in the US from the time he joined in 1992 
to the time he quit in 2005. So he knows a 
thing or two about thinking big. The In- 
dian financial markets are now waiting 
with high expectation as Gupta plans his 
moves. In an interview with BW's Gargi 
Banerjee, he talks about his plans. 


i The biggest of private equity players 
are now coming into India. What is it 
that makes India attractive for Black- 
stone and what are your investment 
strategies for India? 
The first and the most attractive thing 
about India is the demand. With the 
growth in the per capita income, the 
middle class has more purchasing po- 
wer now. A lot of money is being spent 
on good-quality life. The hectic activity 
that we are witnessing in India now is 
thanks to consumerism. Sectors like 
media and entertainment, real estate 
and retail are beneficiaries of this. 
Second, the advantages India has in 
the new emerging knowledge economy 
are huge. This is now being recognised 
by companies all over the world. Com- 
panies that have had business relations 
with India in the past have now realised 
that investment in India is no longer just 
about cost arbitrage; it is by and large 
performance arbitrage. If you are not 
offshoring to India, you are losing out, 
that's the feeling among global MNCs 
today. This is the fundamental reason 
why the wave of deals is gradually mov- 
ing up the value chain, from IT to BPO, 
pharma and auto components. The tal- 
ent available here at comparatively 
lower costs is also a huge positive. Cost- 
performance arbitrage that India is now 
in a position to offer makes it attractive. 
Third, as the business climate in In- 
dia gets more investor friendly, we are 
also seeing a lot of investment in infra- 
structure — be it roads, ports, airports or 
what have you. There is a remarkable in- 
crease in spending here. The success of 
IDFC (Infrastructure Development & 


as a principal, undertaking leveraged b 
ecutive roles in buyout companies in the US GR 
a in 1992 to join Reliance. Subsequently served as; 


* Mais 
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evelopment for Reliance Industries and Reliance Infoec 
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Finance Corporation), with its pure in- 
frastructure focus, has encouraged pri- 
vate equity players in the country. We 
are very excited about the possibilities 
in infrastructure. 


E: What are your investment commit- 
ments in India? 

We have allocated $1 billion to India 
from our existing funds. But as we do 
more deals here, we will create a India- 
dedicated fund with at least a $1-billion 
corpus, where we could bring in invest- 
ments from our limited partners. 


m Is your team in India complete? 
We are building a great team for India. 
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We have six accomplished professionals 
— gold medallists from top academic 
institutions like Harvard Business 
School — who are at various stages of 
joining us. But even as we are building 
our team, Carrying out deals would not 
be a problem as our partners in private 
equity, who have a lot of expertise, could 
come to our aid at any time. 


Ln What are your time horizons for in- 
vestments in India? 

We see sustained growth going forward 
and are here for the long term. We are 
under no pressure to do a deal in a hurry. 
We will only do deals with the right kind 
of management team and promoter, 





keeping in mind our values, transpa- 
rency and corporate governance stan- 

_ dards. Funds will not be a problem. 
- What differentiates Blackstone as a pri- 
.. vate equity player are its investment 
-. philosophies. We advocate that creating 
. value is not about just buying and sell- 
J ing smart. We are now telling Indian 

promoters that they can work with our 
portfolio companies to realise their full 
potential for growth. Globalisation is the 
operating word here. As companies in 
India are trying to scale up, we could act 
as eee for global change. 


-m Do you think with the capital mar- 
kets doing so well in India the deal flow 

for private equity would be a problem? 
I do not perceive that as a major prob- 
lem, although I have encountered a few 
of these thoughts in India. It is a ques- 
tion of time. We have to work a lot in ed- 


ucating Indian promoters about what | 


kind of value we can add while making a 
deal. We ought to convey that though In- 


raising a larger amount of money from 
the financial markets at higher valua- 


tion, they would miss out on the syner- | 


_ gies that a private equity investor can 
bring through his portfolio companies. 
The world over, whenever a company 


‘We wo ntlookat | 
deals below 


has approached us, we have been able 


^^^ to identify a portfolio company of ours 


that can generate synergies. I think we 
are making some progress on this. We 
are being approached by companies in 
India that can go public at a higher valu- 
ation now, but still want to work with us 
for the value we can add. 

In general, Indian companies tend 
to go public much before they should. 
Private equity players have a lot of work 
. todo on that. Yes, we will lose a few op- 
- portunities with promoters wanting to 
go public, but there will be no problem 
| with the deal flows over the longer term. 





| ic sectors do you find most at- 


| 
| 
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| bring in our global expertise about | | 


| ven at any stage of our partnership. 
dian companies now have the option of | 
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tractive in India now? 

We are looking at companies across all 
sectors. As big-ticket players, we will not 
look at any deal below $25 million. The 
BPO space for private equity participa- 
tionis saturated. Thus, going ahead, one | 
might see a lot of private equity partici- | 
pation in pharmaceuticals, real estate, 
export and infrastructure. 





A clear differentiator i is that we will only | 
do the big-ticket deals. Second, we have | 
the largest portfolio companies as com- | 
pared to our colleagues in the private a 
equity space. So we position ourselves | 
as catalysts for cross-border activities | 
and as partners for growth over along | - 
term. Even for a sector like telecom, | 
which is essentially local in nature, we | 











Fach unit stores and protects up to 

100 data CDs, DVDs, music or game 
discs and links to your computer viaa 
USB connection.* The bundled . 


process knowhow, etc., to enhance per- i 
formance, We will be performance-dri- | | 
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E Do you think Indian promoters still — | - OpdiTracker software enables you to. 
have the fear of private equity firms and | | search its database of stored discs by 
the control they are likely to Mr E E title, keyword, 


directory or file 
name to find and 
eject any disc 
within seconds. 
Perfect for 
businesses, 
studios and home 
use, with Disc 
Stakka you need 
never waste time 
searching for a disc 
again. Disc stakka UE 
means productive — | 










Yes. This is exactly why we need to build | 
the right kind of ethos. A few success | 
stories will change the scenario, though. | | 
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Currently, we are encountering three | 
types of promoters. The first kind knows | 
how a private equity firm works and is | 
ready to work with us. The second isap- | 
proaching private equity with great sus- 
picion. The third is opportunistic and is 
weighing options between going public | 
and private equity. 


of deals by Blackstone in 20057 |i 
Icannotassign a numbertothedealswe | | 
will be striking here and we are under no 
pressure to close a specific number of | 
deals in a given time. However, we are 
pleasantly surprised with the number of | 
possibilities at this stage. m 








POLITICS/RELATIONS WITH HURRIYAT 


Talking terms again 


RIME Minister Manmohan 
Singh has taken a small but sig- 
nificant step towards reviving 
peace talks with Kashmiri sep- 


v7 aratist groups. Talks with the Hurriyat 


Conference were revived last week, over 


./ ayearafterthey had broken down. 


The NDA government had appoin- 
ted the then deputy prime minister to 


; conduct talks with the Hurriyat. The 
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v Prime Minister Manmohan Singh with Hurriyat leaders in New Delhi last week 


present UPA government first tried to | 


engage the separatists through media- 


tors, none of serious political clout. That | 


antagonised the Hurriyat, which felt the 
talks had been deliberately downgra- 
ded. It required Singh's personal inter- 
vention to get the process rolling again. 
Earlier, Singh had allowed the Hur- 
riyat leaders to take the bus to Pakistan 
and even travel to Islamabad. That ges- 








ture seems to have had a salutary im- 
pact. Hurriyat delegates, led by Mirwaiz 
Omer Farooq, adopted a pragmatic ap- 
proach and promised to cooperate with 
the government in ending militancy in 
Kashmir. More important, the Hurriyat 
seems to have given up its earlier insis- 
tence on direct involvement in the on- 
going India-Pakistan dialogue. 

An amiable relationship with Kash- 
miri separatists is a must for New Delhi 
— not just for maintaining the tenuous 
peace in the state, but also to leverage it 
in its ongoing talks with Islamabad. It is 
particularly relevant on the eve of talks 
between Singh and Pakistan president 
Pervez Musharraf this month. Pakistan 
has, in the past, stonewalled talks alleg- 
ing India was not redressing the griev- 
ances of Kashmiri separatist groups. 

But engaging the separatists won't 
be easy. They are riven by political and 
personal differences and live in fear of 
assassination by jehadis. Moreover, 
there is open hostility between the Hur- 
riyat and the Mufti Mohammed Sayeed 
government supported by the Cong- 
ress. A day after the talks ended, there 
was tension once again following Hur- 
riyat protests at the arrests by the state 
police of members of a local separatist 
womens group. iid 

AJOY BOSE 








HE month-long, four-phase poll 

schedule announced by the 

Election Commission for Bihar 
underlines the difficulties in that 
state. Election officials are justifying 
holding the elections over a month, 
from 18 October to 19 November, 
saying it is necessary to cope with the 
dismal state of law and order. 

A year of President's rule does not 
appear to have improved the security 
situation. The chief election commis- 
sioner (CEC), at his press conference 
announcing the poll schedule, ex- 
pressed alarm at that there were 
more than 75,000 wanted criminals 
with non-bailable warrants still at 
large in the state. "This is a sad state 
of affairs," he lamented. 

The CEC has asked the Bihar gov- 
ernor Buta Singh to get these crimi- 
nals arrested so that they cannot in- 


POLITICS/BIHAR ELECTIONS 


The strong arm 
of the lawless 


terfere in the electoral process. 

While election officials and secu- 
rity forces are bracing themselves to 
prevent major bloodshed and wide- 
Spread electoral malpractices, the po- 
litical picture remains unclear. This 
certainly will be the last stand of the 
feisty RJD chief Lalu Prasad Yadav, 
whose party enjoyed the last two 
terms in office. In the assembly polls 
last year, the RJD fell well below a ma- 
jority, but the divided opposition was 
unable to form an altemative govern- 
ment forcing President's rule. 

Despite his growing unpopularity, 
the RJD chief is still hoping that his 
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party will squeak through with the help 
of caste politics and strong-arm tac- 
tics. On the other hand, the oppositi- 
on, comprising the Janata Dal (U) and 
the BJP are confident that this time all 
the anti-Lalu forces would rally behind 
them and forge a victory. But recent 
strains within the Opposition could 
jeopardise the bid to oust Yadav. 

The biggest losers in the elections 
are likely to be dalit leader Ram Vilas 
Paswan and the Congress. The first 
won à sizeable number of seats in last 
year's polls by opposing Yadav, but 
has lost his credibility by refusing to 
join an alternative goverment. He 
has lost most of his legislators in the 
process. The already small Congress, 
meanwhile, is likely to pay for its con- 
tinued association with Yadav and 
poor govemance by the govemor. W 

AJOY BOSE 


UCO Mortgage Loan promises you more 





HIGHER ss GREATER 


LOAN LIMIT BENEFITS 
Loans as high as Rs. 50 lacs. A chance to use your Overdraft facility available. 
Loan amount as high as 60% property to your advantage Repayment in up to 84 EMIs. 
of the value of the property. when you are in need. 

INTEREST RATES 


Lower rate of interest in case 
of floating rate option. 


For details contact your nearest branch of UCO Bank 
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(A Govt. of India Undertaking) 
Honours Your Trust 
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Overvizw 
The role of energy in economic and social development cannot be 
overemphasized. Fossil fuels (coal, oil and natural gas) will continue 
to dominate the energy supply situation for the foreseeable future 
across the globe. Much of the increased demand will be led by 
developing countries who are reporting rapid economic growth and 
rising population. Therefore, a sharp increase in energy services is 
required to improve the standard of living of growing populations in 
such countries. | foresee that a significant portion of this increased 
supply will come from renewable sources, because they help both in 
the containment of environmental impact and ease the pressure on 
conventional energy sources. 


TOTAL PRIMARY ENERGY SUPPLY (WORLD) 
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Mtoe Million Tonnes of Oil Equivalent 
Others include geothermal, solar. wind etc. 
Source: International Energy Agency 


Tue INDIAN SCENARIO 


Low per capita consumption (presently half that of China (475 kWh 
per annum vs. 1,020 kWh per annum)) and accelerated industrial 
growth point towards the requirement of almost twice the present 
generation capacity in our country, It is interesting to note that the 
Government's Plan allocation for 2005-06 for the power sector 
stands at almost Rs. 21.914 crore. This comprises Rs. 3,000 crores 
of gross budgetary support and Rs. 18,914 crores of internal and 
external budgetary resources. Rs. 1100 crores have been allocated 
for rural electrification alone. These figures imply aggressive 
investment in the power sector in India. However, this would entail 
increased private participation and a greater reliance on non- 
conventional energy sources. 
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Natural gas 
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Nuclear power 
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Henewable 


The consumption matrix of India shows a dependence on coal 
| primary source of energy. However, coal being a fossil fuel, is lim 

in supply. Moreover, oil and gas prove to be expensive en 
| sources given our import dependence. Also, these sources en 
| huge volume of carbon dioxide which is detrimental to the ecolo: 
| System in the long run. Therefore, in my opinion, sustainable en 
| sources such as hydro power and renewable energy (prese 
| accounting for only five per cent of total energy supply) ass 
| importance and offer potential for growth. 
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| Mu NICIPAL WASTE AS A RENEWABLE 

| ENERGY SOURCE 

| The potential for renewable energy in India is estimated ; 
| staggering 100,000 MW, The areas of solar, wind and bion 
| energy seem poised for aggressive growth given the gre 
| environmental consciousness to reduce carbon emissions 
| impetus on conserving fossil fuel. However, only a fraction of 
| aggregate potential in renewables has been utilised so far. 
i governmental shift in focus was initiated in 1992 by the Ministr 
| Non-conventional Energy Sources (MNES) when it announce 
| new strategy and action plan to replace subsidy-driven program 
| with incentive driven commercialisation. 

| 
| 
| 
; 
i 


| Urban wastes are a menace worldwide, but yet represen 
| potential source of untapped energy. The quantity of munic 
| waste generated in class-l cities per annum is estimated to be ab 
| 27 million tonnes annually and almost 4400 million cubic metre: 
sewage. The quantity of industrial waste is also very lat 
Converting this waste to energy or to 
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approach and aggressive project management capabilities. | 





Creatine DOMEST 
CAPABILITIES | 
IFSL has already made significant progress in the establishment of E 
waste-to energy projects across India. These projects will be 
operational from the next fiscal and wil account for significant | 
revenues going ahead. 














The company, through its wholly owned subsidiary, has already 
signed an agreement with the Kalyan Dombivili Municipal - 
Corporation for the treatment of 500 tonnes of waste daily to | 
| produce 8 MW electricity. The necessary agreements related to. | 
waste supply, land lease and power purchase agreements have $ 
' gs i ji — — canna already been signed with the KDMC. The project is also eligible for 
wer useful by-products (such as compost) will help reduce the | sale of carbon credits. The project is expected to be operational in 
sume. of wastes to be handled (to almost 90 per cent), will liberate | October 2006. 
| 





ecious land, reduce waste disposal cost and lower health risks. As | 
sh, waste to energy represents a win-win proposition. The | 
mated. energy potential of municipal waste in the country is 
‘est 1700 MW. This translates into potential revenues of over Rs. 
‘0 crores in the prevailing context representing an attractive 
portunity for a company such as ours. 


IFSL's vision and foresight has been reinforced by its successful 
international foray. The company seeks to create and manage a 
| presence in high-growth regions of Asia. 


The company's presence has already been established in Indonesia, 
with the bagging of a prestigious 1000 tonnes per day waste to 
energy project to be implemented on a turnkey basis valued at US S 
48 million. On completion, this would yield 10 MW of electricity apart 
from 350 tons per day of bio fertilizer. The project is being executed 
through an exclusive technology sharing arrangement with ENTEC 
Biogas Gmbh, a leading global technology company from Austria, | 
IFSL is negotiating other similar projects in Indonesia as well as.. 1 
Qatar and Teheran. | 


FSL - VISIONARY THOUGHT, PIONEERING 
TTIATIVES 

8L is a full service organisation providing end-to-end turnkey 
cutions in the field of generation of energy from non-conventional. 
ergy sources. IFSL aims to be the leading non-conventional energy 
Svider in three years. The avenues being targeted are municipal 
"id waste, rice husk for biomass power, hydro and wind energy. 
e immediate focus, however, is on the waste-to-energy segment. 








N 
(CoxcLusioN 
| find that the advances towards sustainable energy use are taking " 
place at a fast pace globally, especially after the implementation of i 
the Kyoto Protocol from February, 2005. We are committed to | 
enhancing international cooperation for the use of renewable energy 
and the development and dissemination of innovative energy-related 
technology. Our commitment will be borne out by the various 
initiatives | have outlined above, and will lead to the creation of 

superior stakeholder value. 





asides, environment friendly energy production will enable the 

wmpany to generate substantial revenue from the sale of carbon 

adits. Under the Clean Development Mechanism or Emission 

lading, the cash flow from such sale is expected in the region of Rs 
mn per annum till 2016. 





pr pioneering status allows us to extract first mover advantages 
ad create a market for environment friendly energy production not 
By i in the country but globally. The near term thrust will make IFSL | 
major player across South Asia and the Middle East. in the long — 
‘SL will have a substantial presence in Africa, South America 











Mr. SS. Dua, has more than 4 decades of experience in the Indian power sector. He is thé 1 
former Managing Director of BSES in Maharashtra, and has steered all key actiritiis is : 
the company. Prior te this, he has also served BRER Kerala, BSES, Yamunas Per asd : 
BSES Rajdhani (Delhi) He has alse been associaied with various public seek E 
organisations such as NTPC as da Executive Director, Haithon Power Lid. and BERA 
iade considerable progress in combining its focus on | Rajdhani Power Ltd. He has held dévectorships in se peril prestigious pincer cotpitities | 
technology with cost effective operations and is | and has represented the Indian power sector al various international fors. E 
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Magazines: Thriving online 


SUBSCRIBERS BY AGE | 
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WHAT ONLINE MAGAZINE SUBSCRIBERS BOUGHT 













Railway 
tickets 


Music Gifts 





Electronic 
gadgets 


Source: Internet & Online Association 





NEERAJ TIWARI 


ONLINE MAGAZINES DELIVER A HIT A recent survey of e- 
commerce in India by the Mumbai-based Internet & Online As- 
sociation has few surprising results. The growth has been 
healthy — from Rs 255 crore in 2003-04, the market has 
grown to Rs 570 crore in 2004-05. It is expected to be worth a 
whopping Rs 2,300 crore by 2006-07. Unsurprising result two: 
of the items bought by online shoppers, books, railway tickets, 
music and hotel bookings top the list. 

But here is the item that caught the eye: 19 per cent of 
those surveyed had subscribed to magazines online. At a time 
when newspaper and magazine circulation numbers are going 
down in most parts of the world, the survey shows at least one 
way out of the doldrums. Marketers could use a combination of 
old media and the Internet (and even mobile phones) to gener- 
ate enquiries and subscriptions from young impatient readers 
who have enough money, but little time. Of the 3,099 people 
surveyed, 49 per cent said they preferred to subscribe to the 
digital version, as it was easier to save. As many as 81 per cent 
are likely to renew their subscription, a sure indicator of the pop- 
ularity of digitised content. Sadly, the survey only confirms the 
sharp gender disparities here with male subscribers accounting 
for 86 per cent of the total. Magazine readers being an extreme- 
ly savvy lot — and this really is one that will sit and make mar- 
keters take notice — as many as 37 per cent are expected to 
browse the parent website and purchase articles ranging from 
books (76 per cent) to electronic gadgets (48 per cent). 3 
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ADVERTISING 


JWT rings 
in the change 


WT India is pulling all stops to become the hottest cre- 
ative agency in the country. It has just brought in a new 
chief creative officer, Bruce Matchett, who was the cre- 
ative head of Singleton Ogilvy & Mather for Australia and 
New Zealand. It has also inducted 27 members into its cre- 
ative team in the last two months. The agency's new India 
CEO Colvyn Harris (R) is out to get the zing back into its cam- 
paigns. And global creative head Craig Davis is breathing fire. 

JWT is arguably India's biggest ad agency by billing, al- 
though O&M claims the title too. Neither will reveal the num- 
bers, thanks to the Sarbanes-Oxley Act. However, the ‘biggest’ 
tag has hung heavy on JWT in recent years as it struggled to 
look contemporary while agencies like O&M and McCann Er- 
ickson have walked away with both creative honours and 
business. But now, Patrick Pitcher, area director, Asia-Pacific, 
is trying to make JWT the most “effective”. “Our creative must 
ensure that our clients’ business grows faster,” he says. 

At the pace at which the agency is getting new blood in, the 
old order cannot but change. Says Pitcher: “Bruce may find 
that some people are not really suited. A few may feel that this 
is not for them. Some may feel the pressure because of the 
new direction. There will be a lot of changes in JWT in the next 
two years. Some are excited. Some afraid. But mostly, a posi- 
tive energy is flowing.” Among the new faces in JWT are Ag- 
nello Dias, the former creative director of Leo Burnett, who 
has joined as vice-president and executive creative director. 
Accompanying Dias will be at least seven creative directors. 

JWT, widely perceived as a strategy-led agency, has been 
trying to give itself a makeover. Matchett will move to Mumbai 












NIL Dhiru- be in charge of 
bhai Am- the content for 
bani Enterpri- the groups 
ses (ADAE) is broadband 
still on its hiring plans. 
spree. The latest Z Sawhney’s 
shift is that of : job will be to 
Rajesh Swah- a ensure that 
ney, 38, as presi- = datarevenues 
dent, Reliance emerge as a 


large component of telecom 
revenues for the Rs 5,378- 
crore Reliance Infocomm, 
India’s second-largest mo- 


Entertainment. Swahney 
shifts after 14 years at India’s 
largest media outfit, Ben- 
nett, Coleman & Co. He was 


akeymanoftheteamthat | bile service provider with 12 
built up Indiatimes and he million subscribers. 
quit as COO, Times Internet. | Average revenues per 

At ADAE, Swahney will | user (ARPUS) are falling by 


POT TOOTA TE Nta rnan a d ] * n e — <= —— 


MEDIA ROOM 


NE of the problems of writing about media and enter- 

tainment is that one gets a litany of complaints about 
how bad TV programmes are. “How can they show these 
saas-bahu serials? They are regressive!” That makes no 
sense. All shows have their audience. A billion Indians will 
like a billion different things. It is terribly arrogant of anyone 
to think that everyone will like what he likes. Worse, most of 
those who crib do not bother to check out if there are good 
shows on TV. There was Kadam and Kagar on Sahara, but 
they never got noticed. Then there is BBC World Trust's 
Jasoos Vijay. | watched a few episodes while judging some 
TV awards and was very impressed by the show. Everything, 
from the script to the actors, makes for good television. 
Whether it is superstition or ghosts, Jasoos Vijay breaks 
each myth in gripping 
short stories on Door- 
darshan. On 4 Sep- 
tember, the Trust and 
National Aids Control 
Organisation launched 
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soon. He will have to ensure change. Agency insiders say he is 
“strong on the creative”. He also has the reputation of being a 
strong leader who “delivers effective work". He has worked 
with brands like Coca-Cola, Qantas and BMW. Says Pitcher: 
"Bruce is under no illusion. He will challenge others as much 
as he will learn. We believe he will be the right man for the job." 





He had better be. JWT had knocked on the doors of some the third season of the 
of the best-known names in India in its search for a creative show to battle myths 
head. But, as Pitcher puts it, “there just wasn't the right fit". surrounding AIDS. So 
Even so, some in the industry doubt the effectiveness of an ex- the cribbers could 
pat creative head not familiar with the lie of the land. But | tune in to DD on Sun- 
Pitcher is confident: “More and more Indian professionals are day nights. 


finding their way into global boards, but there are not enough 
expat managers coming to workin Indian companies.” IfJohn 
Goodman, the expat CEO of O&M can take a, well, good shot 
at O&M, maybe Matchett will fit in too. 

Globally, JWT is on a high, having recently won some big 
accounts like Vodafone, HSBC and Samsung. “What better | 
time to ask ourselves how we can get better?” asks Pitcher. M 


HE last month has brought a lot of bad news for Chi- 

nese media businesses. On 2 August, the state clam- 
ped down on foreign investment in "cultural products" — 
including selling newspapers, magazines or any other me- 
dia product that is directly imported. That is terrible for a 





M. ANAND market that already faces a content demand-supply gap of 
E 10:1. Now the media companies are hitting out at free 
_ speech to please the government. So words like democ- 
AROU ND racy and freedom are being monitored on the Internet, jour- 
! nalists are being denied visas, and so on. As far as reports 
the day for telecom compa- | That's where the groups ac- go, only the govemment's version would be allowed. A pity, 


nies. One way in which they 
are looking at reversing this 
is by offering more data, 
news, entertainment, etc., 
over the mobile phone. Cur- 
rently, revenues from non- 
voice services except SMS 
are negligible. Sawhney 
would have to change that 
by getting movies, music, 
gaming, even cricket to the 
mobile handset. This will be 
later replicated in services 
for the home broadband 
user. Hindi films and film 
music will be a big chunk of 
the portfolio of the group. 











quisition of Adlabs and its 
intention to buy more enter- 
tainment companies will 
come into play. 

The task is difficult be- 
cause wireless bandwidth is 
still a dodgy area in India. 
Now add the fact that the 
bulk of Infocomms sub- 
scribers are low-end users, 
who may or may not be will- 


| ing to pay fora piece of mu- 


sic or a film clip. All of Sawh- 


ney’s skills as a former 

Internet man will come 

handy here. * 
ANUP JAYARAM 
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it happened in the year when Indian media is hotting up. 
* 


ECCAN Chronicle's buyout of leisure retail chain Ody- 

ssey (it sells books, toys, music, etc.) is one of the 
quirkier results of the money being pumped into the media 
business these days. At most you could call it forward inte- 
gration. But it will mean a serious change in business mo- 
del for the old-style publishing company. Ditto for news 
channels that are going for more featurish programming. 
This month we will start looking for cricketers the way we 
look for comedians, musicians and dancers. Channel 7 will 
be broadcasting the first cricket reality show, Scorpio 
Speedster Challenge, the hunt for India's fastest bowlers. 
Look out for some grown men crying, a /a Indian Idol. E 
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The author is consultant 
editor of The Telegraph. 


DoT's plot 
to meddle 
in telecom 
pricing, far 
outside its 
powers, 
will kill 
TRAI a 
second 
time. And 
Maran is 
being its 
willing tool 


And his sins of 
commission 


WO months ago I wrote how the | 








Department of Telecommunica- 
tions (DoT), led by its minister, 
Dayanidhi Maran, had sabotaged 





reforms suggested by the Telecom | 


Regulatory Authority of India (TRAI). Then a 
high personage asked him for an explanation; 
he told it that DoT was considering TRAT's rec- 
ommendations. DoT may study them for eter- 
nity. This time, I shall look beyond Marans sins 
of omission, and detail his sins of commission. 

A division of functions was worked out over 
the years: TRAI, as regulator, would police pric- 
ing and competition, whilst the DoT would be 
in charge of licensing and policy. It is an untidy 
division, for licensing affects competition. This 
is why the first TRAI under Justice Sodhi in- 
sisted that it must be consulted on licensing de- 
cisions. In the battle that followed, that TRAI 
was consumed, and another, packed with 
DoT's cronies, was created. 

The new dispensation worked well after 
TRAI got a chairman who had worked under 
the minister, Arun Shourie, as secretary. But 
Shourie was swept out of power and replaced 
by Dayanidhi Maran, a young minister with en- 
ergy and ambition. He has been a godsend for 


DoT; it plays on his naivete and uses him asa | 


battering ram in its attacks on the regulator. 

In August, DoT threatened to overturn 
TRAI’s dispensation on access deficit charge 
(ADC). ADC is basically a cross-subsidy from 
private to government operators. It taxes long- 
distance charges and subsidises the rentals of 
public sector telephone operators’ (PSTOs’) 
fixed-line subscribers. (It is nota cross-subsidy 
to rural connections: they are financed sepa- 
rately from another, USO charge; it is 5 per cent 
of operators’ revenue, andis not related to long- 
distance charges.) 

ADC used to be a cross-subsidy from trunk 
callers to local callers amongst the PSTOs’ cus- 
tomers; but as long-distance charges fell, the 
PSTOs' profits declined. So they used their 
mother the DoT's clout to make private opera- 









tors pay for it. The subsidy is quite unmerited. 
But the PSTOs' fixed-line subscribers are many 
and have the ear of members of Parliament; 
DoT has used their political pressure to make 
TRAI introduce a tax on long-distance charges, 
which is paid by private operators’ clients too. 
TRAI announced that PSTOs’ profits were 
rising, so it would cut down ADC. Maran told 
TRAI that it must not reduce ADC below Rs 50 
billion. TRAI declined to oblige. Now, DoT has 


| claimed that ADC is "policy matter"; it threat- 








ens to deprive TRAI of authority over it. And 
what is its own authority? It is Section 25 of the 
TRAI Act of 1997, which says that the govern- 
ment may issue instructions to TRAI in the in- 
terests of “the sovereignty and integrity of India, 
the security of the State, friendly relations with 
foreign States, public order, decency or moral- 
ity." And which of these, pray, is the ADC sup- 
posed to protect? Sovereignty? Integrity? Secu- 
rity? Morality? Decency? Come offit, DoT: if you 
can make anyone buy that, he must be an ass — 
even if he happens to be your minister. Nothing 
could be more outside DoT's jurisdiction than 
ADC; DoT's narrow, bureaucratic self-interest is 
written all over its intention to misuse the law. 

And then, Maran has a pet scheme — the 
One India plan. It involves introducing a single, 
flat-rate charge for all trunk calls within the 
country. Just why? Maran still has to explain. 
And how does one reconcile such an unvarying 
price with competition? One cannot. Essen- 
tially, Maran wants to introduce a controlled 
price, not susceptible to competitive forces, in 
long-distance telephony, And this too can be 
introduced only if DoT makes a travesty of the 
law, for pricing is within TRAT' jurisdiction. 

I am afraid that Maran has been willingly, 
enthusiastically misled by a narrowly self-seek- 
ing department. He is only the instrument; the 
guilty party is the department. The day the reg- 
ulator was created, DoT should have been shut 
down. Regulation is an alternative form of gov- 
ernment; it long ago made DoT redundant. 
Thatis why it cannot abide the regulator E 
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Bosch makes it perfect 
for safe driving. | 


$ 


ew generation Anti-lock Braking Systems (ABS), Electronic Stability Programme (ESP), Traction Control System (TCS) and 
ir Bag Control Units - Bosch invests billions of euros to enhance vehicle safety and performance. In India, Bosch and Mico 
'e working together to ensure your vehicle has access to the world's best technology. Bosch, the largest auto component 
ipplier in the world and Mico, the largest in India, will together make mobility Clean, Safe and Economical. That's The power 
[We-giving you the best of both worlds. So the next time you're on the road, you can weather all conditions confidently. 
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TILL 1999, the HCL group was 
clearly the top dog of the Indian IT 
industry. It straddled both hardware 
and software. It had a reputation for 
spotting tech trends and cashing in 
on them before anyone else. And it 
was bigger than Infosys and Wipro. 

But in 1999, HCL misread the 
Y2K opportunity. While Wipro, 
Infosys, Satyam and several others 
exploited the opportunity to build 
up their applications business, HCL 
got left behind. 

Now HCL wants its leadership 
back. It thinks the offshore appli- 





if 
Á 


INTERVIEW / VINEET NAYAR, PRESIDENT, HCE TECHNOLOGIES 


cation development strategy, which 
the current leaders are following, is 
on its way out. It thinks that the mar- 
ket is undergoing a radical change 
once again, and is betting that it has 
read the changes correctly this time. 
Vineet Nayar recently took over 
as president of HCL Technologies, 
the software and services arm of the 
HCL group. An old HCL hand, he is 
known in the industry for being 
equally at home with the front end 
(marketing and sales) as well as the 
back end (technology) functions. 
Nayar’s biggest achievement was 
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building up HCUs infrastructure 
management (IM) practice from 
scratch. Today, HCL dominates the 
IM space in India with a 67 per cent 
share. In a conversation with BW’s 

and y Singh, 
Nayar talked at length about wh 
HCL thinks the market character- 
istics are changing, and how it plans 
to regain the leadership spot. 


HCL has been on a massive restructur- 
ing exercise. It has reworked its partner- 
ships, merged and rationalised divisions, 
and even shifted people around. What is 
the logic driving these changes? 















is on the 
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in the course of the 1990s, HCL re- 
mained focused on technologies (78 
per cent of revenue) and enterprise- 
wide applications (8 per cent). Mean- 
while, TCS, Infosys, Wipro and Satyam 
were developing their application de- 
velopment business. By 1999, HCL fail- 
ed to see the full potential of the Y2K 
opportunity, and fell behind its rivals. 
But the worst was yet to come: in the 
-:2000-01 tech meltdown, its focus on 
technology development saw it being 
the hardest hit among the IT biggies. 
This was when founder and chair- 
man Shiv Nadar put together a team in 
the US and Europe to acquire compa- 
nies and build alliances that would 
help HCL make a strong comeback. A 
| string of JVs followed, notably with | 
| British Telecom (2000) and Deutsche | 
| Bank (2001). October 2003 saw an ex- | 
i 
| | 


| rode the Unix wave. 
| 
| 
| 


. | odus in the senior management. In 
_ |. 2004, the group initiated a major re- 
|. structuring exercise. Vineet Nayar took 





m 
| over as president i in Aprii 2005. 
i 
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8i | will have to goa bit into history to ex- 
plain the changes we are undertaking. If 
we track the IT industry, we can split the 
story so far into four distinct periods. 
First, the pre-1998 period when we were 
trying to sell India as a destination. We 
had to point out where India is on the 
orld map when we talked to any US 
nt. The industry was quite small till 
Mostly, it was a manpower onsite 


-. ENTERING its third decade, HCL finds 
ar more competitive envi- 
E ent . Back i in 1976, Shiv Nadar 
. | founded Hindustan Computers in a 
garage in Delhi. In the 1980s, HCL 


Then Y2K hit us — you 
could call this the second 
. phase— in 1999-2000, fol- 
| | lowed by dotcoms, which 

was the third phase and 
lasted till the end of 2000. 
Skill availability [in writing 
software code] and. vol- 
umes became a big issue 
in these two phases. They 
drove the business. The 
last four to five years is 
what | like to think as the 
fourth phase. It is the most 


because the recession in 
the global economy has 
driven costs up and that is 
changing the industry 
dramatically. So the need 
for the client to cut costs is 
really driving growth in 
the Indian industry in the 
last four or five years. This, 
and the outsourcing ini- 
tiatives to cut costs, led to 
the growth of the industry 
to $17 billion in size. Inter- 
estingly, in each of the four 
periods, the external envi- 
ronment created a higher 
catalyst than what the in- 
dustry itself did. 


change. In the next five 
years, the external factors 
are not going to be the 
same. I think the industry 
will have to do something 
radically different to continue to grow at 
the pace at which it is growing. 

Most companies [clients] today who 
have a budget of, say, $100 million are 
not asking how much they can save by 
going to India but just how much they 


can save, period. The saving can either | 


accrue from outsourcing work to 
cheaper locations — doing work out of 


Asia, East Europe — or from transfor- | 


mation, thatis, by migrating from legacy ' 
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interesting phase so. far - 


But that is going to | 
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systems to new systems. Or the savings 
can come from consolidation, or from 
business process re-engineering. There _ 
are multiple ways in which the savings - 
can accrue. These options did not exist 
five years ago. The cost objective contine 
ues to be there before the customer, but 
options have multiplied. And because 
that has changed in the customer's 
mind, outsourcing to India is just one 
option. Many of our moves currently 
have to be seen in that context... 





€ So how is HCL planning to capitalise 
on these multiple opportunities? Howdo. 
the organisational changes fit into this 
changing market? | 
8i We at HCL believe that volume- -cen« ; 
tric leadership wil 
value-centric leadership pretty 
Let me explain what that means. 
Typically, a client with a $100-mil- 
lion budget for IT spends will ask the 
vendor how many of the things consti- 
tuting this $100 million worth of busi- 
ness it can handle. Also, where can the 
vendor bring cost and transformation 
benefit? Typically, the $100-million 
work will comprise 20 per cent in soft- 
ware development and maintenance, 
50 per cent in infrastructure, about I EE 
15 per cent in R&D and tech develop- 
ment, and the rest 10-15 per cent in 
business process outsourcing. f 
So if the vendor goes to the client 
saying, “I will do application develop- 
ment, and | can reduce your cost’, itis 
essentially touching only 20 per cent, or 
$20 million of the $100-million busi- 
ness. Suppose you reduce the cost of his 
application development from $20 mil- 
lion to $10 million by handling it out of 
India, it means you are reducing his to- 
tal costs by 10 per cent ($10 million sav- 
ings for the $100-million business). 
Thus, companies which are going to bet 
only on the applications development: 
service window will be low dow 
value cycle. Customers will alig 
vendors who can touch more points 
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than just application development. 
< > HCL was already in the technology 
development space. It was also there in 
_ the applications development space. In 
- the last few years, HCL has launched the 
- BPO and the remote infrastructure 
. management initiatives. In remote in- 
 frastructure management, we have a 
. market share of 67 per cent. In BPO, we 
. have crossed $100 million in revenues, 
 andareamongthetop three in the 2005 
` Nasscom rankings. [WNS Global Ser- 
_ Vices is No.1, and Wipro BPO is No.2.] 


. Bi But wont HCL be in competition with 
.. Blobal vendors who will also be offering 
.. transformation gains, and have built up 
-. low-cost development centres in India 
„and other destinations? 
Wi Over the last two or three years, HCL 
has developed a lot of core intellectual 
.. property (IP) in applications, technol- 


the Accentures and the IBMs of the 
world, and posted these people in dif- 
ferent geographies. 

With these pieces, HCL can help 
customers achieve business growth. We 
are doing this via what we call the Blue 
Ocean strategy. The market is split into 

| two zones: the Red Ocean which is the 
highly-competitive, commoditised ser- 
vices with no differentiation, and the 
Blue Ocean which is the uncontested 
market space because of the unique of- 
fering or service delivery. In services, 
HCL has to be in the Blue Ocean rather 
than the Red Ocean zone. The Red 
Ocean zone is the commodity, full time 
employee-based pricing that largely 
constitutes the $17-billion market. 


B There is a perception that HCL has 
been the first to spot the right ideas but 
has never made a big success out of them. 


HCL: CATCHING UP TO DO 
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ogy, infrastructure, BPO... So apart from 

bringing the India advantage to the cus- 

tomer, HCL can bring what I call the In- 
|... dia-plus advantage. That means we can 
/... impact your costs by a larger magni- 
_ tude, and not just by the magnitude of 
. India cost which comes from operating 
out of India. This additional value 
-comes from IP — from developing sys- 
¿tems that will help you do with 700 peo- 
ple what other vendors need 1,000 peo- 
ple to do. Therefore, HCL can impact 
. more points of cost, and reduce costs for 
clients to a greater extent. If you take 
these two strategies, HCL has value- 
centric leadership. 

One other area where HCL took a 
hard look at in the last three years was 
domain skills. HCL created verticals in 
retail, banking and finance, and sepa- 
rate verticals for insurance, life sciences, 
healthcare and telecom. We hired from 










Note: Ail figures for 2004-05 in Rs crore (except for revenue/employee, 


EBITDA 


Employees Revenue/ 
(operating profit) 


employee 






which is in Rs iakh) have 
rounded off, *indicates figures for Wipro group **doesn't include figures of HCL infosystems 
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Even now, you are the first to enter areas | 


like aerospace. How will you capitalise 
on theaerospace opportunity when it be- 
comes really big? 

li If you see the bulk of the business to- 
day, it is the application software devel- 
opment space. I admit we lost out on 
this. That industry began in the mid- 
1990s in a big way. We hada joint venture 
with H-P till late in the 1990s, and that's 
why we never managed to capitalise on 
the application development space. 

We missed the entire application de- 
velopment piece. This accounts for $14 
billion of the $17-billion industry, and 
HCL is small in this space. In the last six 
years, however, we have covered a lot of 
ground. We have emerged among the 
top five in this space. 

In the 2000-2005 period, there have 
been four or five trends. The first was the 
launch of package applications as an in- 
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dustry vertical. We did not spot the op- 
portunity on time. We were late by a year 
or two, and HCL is No.5 in this space. 
second is BPO. HCL is among the top 
three in this space. The third area is the 
remote infrastructure management. It 
has become an over $100-million busi- 
ness for us. These are service offerings 
where we are dominant. 

Now, let's look at verticals. Banking, 
finance and insurance are the largest 
verticals. We went with Deutsche Bank, 
created a $200-million vertical. Not the 
biggest. That's not the new thing that 
happened. The new things were aero 
and life sciences — we are the largest in 
both. We missed out on telecom — we 
have a strong telecom BPO — from the 
applications side. Out of the three new 
verticals in the last five years, HCL is 
No.1 in two ofthem. If verticalslike aero- 
space and life sciences are going to grow, 
HCL will grow faster than anyone else. 


Bi Are these new verticals big enough? 
What is the size of each? 

W The ADM (application development) 
space will grow at 30-33 per cent; infra- 
structure growth will be 100-125 per 
cent. Nasscoms estimate of annual BPO 
growth is 40-45 per cent, its estimate of 
package application growth is 75 per 
cent. From a service line point of view, if 
you see next year, you may be right in 
terms of an impact point of view. But 
five years down the line, it will be acom- 
pletely different story. 


E Over the next fives years, the competi- 
tion will not be only among the Indian 
service providers but multinationals — 
IBM, Accenture, EDS — ramping up now 
in India. What will HCLS strategy be? 

E | am not sure if Indian companies 
with $2 billion or $4 billion are competi- 
tion for a $50-billion IBM or the other 
big companies. I believe that in five 
years, business models will emerge with 
a lot of collaboration. People will start 
doing what they do well. There will be a 
lot of collaboration between large global 
players and large Indian players, just the 
way there is collaboration between Mi- 
crosoft, Intel and the computing com- 
panies. The competitive landscape will 
be redefined. The top five global, the top 
five in India — I don't think such defini- 
tions will remain. There will be a lot of 
collaboration. B 
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DABHOL 


= The costly power project 


faces the same risks and 


problems as before. 
By Latha Jishnu & Ranju Sarkar 


N the eerie stillness that envelops 
the world’s most expensive and 


only sign of life is the occasional 


from behind heavily barricaded 
and padlocked gates. The men in 
orange boiler suits and hard hats are 
part of a skeletal force hired to keep the 
Dabhol Power Company's (DPC) power 
plant (set up at a cost of $2.9 billion) 





controversial power project, the : 


appearance of a worker or two | 


from rusting and decay. They have been | 


on the job for over four years. 


Since June 2001, Dabhol's trademark | 


red and white chimneys have spewed no 
smoke, nor have its state-of-the-art gas 


turbines generated any power. Almost | 
everything is in disuse at the 1,700 acres | 
that DPC occupies near Guhagar town, | 


about 300 km from Mumbai. Lying un- 
used in the huge tanks that dot the hill- 
sides are over 50,000 kilolitres ofnaphtha 
and distillate, the fuels that fired the 740 
megawatt first phase of the project. The 
tanks are said to have corroded. 

In the control room of Phase 1, many 


of the monitors are not working and the | 


deck hardware is missing. A rotor lies on 
wooden trestles, still in its original pack- 
ing. The monitor screen of the second 
gas turbine gives the following history: 

Number of starts: 60 

Number of trips: 32 

Running hours: 746 


a report prepared by a team of engineers 





who visited the plantin June this year for | 


a visual inspection. That was shortly be- 


fore Delhi put together the final package | 
for resurrecting the 2,148-MW project | 


that was initially promoted by the scan- 
dal-ridden Enron Corp of the US. The 


Dabhol Power Company was designed | 


to be the largest gas-fired power plant in 
the world and it was “about 90 per cent 
complete” when a payment dispute 
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with Maharashtra State Electricity 
Board (MSEB) escalated into an inter- 
national dispute and led to its shut- 
down. No details are available on what 
exactly remains to be done; no one has 
yet done a due diligence on the project. 

These are some of the worries as this 
technological showpiece, where major 
equipment supplier GE used its latest 
gas turbines, passes into Indian hands 
after one of the most complex and ex- 
pensive buyouts of an old plant. As In- 
dian creditors prepare to take charge of 
the assets, the sequel is so much of a re- 
run that there are more worries than re- 
lief over the untangling of Dabhol. 

True, there are some dramatic 
changes. The cast has been replaced. GE 
and Bechtel, the suppliers who had a 10 
per cent stake each before picking up 
Enrons 65.85 per cent in April 2004, 
have been bought out for $305 million. 
And some of the credits have changed 
too, with the foreign debt also being 
bought out by domestic financial insti- 
tutions (see "Who Paid, Who Gained’ on 
page 33). Yet, the story line appears to 
follow a familiar pattern despite signifi- 
cant changes to the script. The return of 
the Dabhol project as a home produc- 
tion funded by a clutch of Indian credi- 
tors in place of the American extrava- 
ganza has not resolved many of the 


| fundamental issues that made this pro- 
This is a partial picture gleaned from | 


ject so risky in the first place. 

Fuel: India simply does not have 
enough gas (see 'Low On Gas' on page 
38). Dabhol requires 2.1 million tonnes 
of gas annually, which the Gas Authority 
of India (Gail) — the new part owner of 
the project — which is entrusted with 
the job of securing long-term supplies, 
cannot arrange at short notice. CMD 
Prashanto Banerjee told BW: "Iwould be 
rash if I said we're not dealing with a 
challenging issue. It's a tough situation." 


story 


The LNG market is extremely tight, 
with higher than usual consumption in 
the US along with heavy purchases by 
South Korea, Japan and China pushing 
up prices from around $4 per mmbtu 
last month to well over $10. This means 
all other calculations go for a toss. In 
other words, it’s back to expensive 
naphtha, the fuel initially used by DPC 
and one reason why the tariff shot up 
dramatically. 

Pricing: While MSEB has declared 
that it will not pay more than Rs 2.30 per 
unit, it is very likely that it will have to 
agree to a higher tariff in view of the 
global surge in gas prices, or if the plant 
has to be run on naphtha till gas sup- 
plies are firmed up. This will make it 
more difficult to put together the power 
purchase agreement (PPA). Some kind 
of quid pro quo will have to be made. 

As it is, MSEBS finances are in a par- 
lous state. A senior official admitted that 
the board is seriously worried about 
how it can absorb the power from Dab- 
hol. “The monthly bill from this project 
would come to Rs 300 crore, which 
means tariffs have to go up, but howcan 
we do it?” The state, he points out, has 


around 1.8 million farmers who are on a 
flat tariff. They pay Rs 900 per horse- 
power, regardless of the consumption. 

Single buyer: MSEB will still be the 
single buyer of power from Dabhol al- 
though the resurrected power project 
has been declared a mega power pro- 
ject. This means that the plant can sup- 
ply power to other states/consumers, 
but thanks to the stiff opposition put up 
by MSEB, this quota has been restricted 
to just 10 per cent. 

The real issue is whether MSEB can 
absorb Dabhol power at 90 per cent 
plant load factor. What Maharashtra is 
short of is peak power — this is in the 
vicinity of 3,500 MW — and not base 
load power, which is what Dabhol sup- 
plies. So would there be a replay of the 
2001 drama when MSEB cut its pur- 
chases from Dabhol and set offthe price 
spiral (DPC power went up to Rs 7 per 
unit) with disastrous consequences? 

The new promoters, the National 
Thermal Power Corp (NTPC) and Gail 
are also seeking a similar take-or-pay 
clause in the PPA. 

Regulatory issues: The same story 
again. Just as Enron, NTPC and Gail are 


with a challenging iss 
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arguing that the Maharashtra Electricity 
Regulatory Commission should have 
no authority to scrutinise their PPA as a 
special case. This, experts are warning, 
would be totally against the letter and 
spirit of the Electricity Act, which aims 
at protecting the interests of all stake- 
holders, with the consumer being fore- 
most. Will MSEB be allowed to override 
the merit order dispatch system (prior- 
ity for cheapest source of power) as or- 
dered by the regulator? 

In short, there is a terrible sense of 
déjà vu as more details emerge. 

The Gail boss does not agree. Baner- 
jee is gung-ho about Dabhol and is con- 
vinced that a bright new chapter is be- 
ginning. "Dabhol was a tragedy, a 
monument to corporate and human 
avarice," but now things will change. 
Gail, in fact, has been preparing for Dab- 
hol's resurrection for well over a year 
and Banerjee was one of the first to visit 
Dabhol. Early in March, he hired a pri- 
vate helicopter for an extensive survey 
of the integrated plant, the only one of 
its kind in India. He found the LNG facil- 
ity to be "top class", and believes "we 
have got a good bargain". 





The calculations for Gail are very dif- 
ferent from those for NTPC, which gives 
every indication of being a reluctant 
partner. The clincher for Banerjee is that 
the Dabhol plant will use just 2.1 million 
tonnes of gas annually, which leaves Gail 
with a surplus of 2.9 million tonnes that 
can be offloaded in a booming market 
once long-term supplies have been se- 
cured. Gail, which is planning a pipeline 
to the Uran industrial belt of Maharash- 
tra and another to Karnataka, is already 
talking of expanding the regasification 
plant, says Banerjee. 

For the rest, however, the outlook is 
not so promising. This is truer of the do- 
mestic lenders than anyone else. Take a 
look at the successor to DPC, the Ratna- 
giri Gas and Power Limited (RGPL), a 
special purpose vehicle (SPV) pro- 
moted by Gail, NTPC and the financial 
institutions (FIs). The RGPL buy-out of 
DPC assets for Rs 8,500 crore will be 
funded by the FIs. Both public sector 
companies have been given special per- 
mission by their boards to make an in- 
vestment of Rs 500 crore each in the new 
entity. Later on, Indian lenders to DPC 
will put in a similar amount for a 28.3 
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gained, Who lost 


Arbitration claims amounting to over Rs 26,000 crore were filed against the 
Government of India under various bilateral treaties. At the end of the com- 
plicated settlement arrived at in July, here is a broad picture of the winners 
and losers: 


S MSEB/ MPDCL: Its 15 per cent equity in DPC of a face value 


of Rs 977 crore has been wiped out 


Also paid Rs 495 crore of disputed bills DPC had raised in 2001, | 
while giving up all counter claims on DPC totalling Rs 2,000 crore tor 
failing to meet terms of the power purchase agreement 


$ Government of India: Guarantee of $300 million for long- 


term bonds to pay off foreign lenders (bonds picked up by LIC) but 
sovereign guarantee of Rs 1,500 crore extinguished 


All arbitration claims amounting to over Rs 26,000 crore under vari- 
ous investment treaties cancelled 


C Indian Financial Institutions*: Claims of about Rs 5,500 


crore on DPC converted into mortgage on assets transferred to new 
company, while interest of Rs 2,500 crore-3,000 crore written off 


IFIs to make fresh infusion of Rs 500 crore for 28.3% equity in the 
new company while continuing with debt exposure and project risk 


24 Foreign Lenders: Settlement of $229 million entails a 20 
per cent cut on the principal amount and write-off of interest 


+} OPIC** (US government agency): Settlement of $218 
million by foregoing interest and taking a cut in principal 


List of foreign claimants 


Claimant Amount Settlement Procedure 
claimed 
GE/Bechtel $6.57 b GE-$145m ($110 m Under Indo- 
upfront, $35 m Mauritius 
deferred till end 2006) ^ Bilateral 
Bechtel - $160m (full Investment 
upfront payment with Protection 
tax liability upto $3 m) Agreement 
Offshore $535 m $229 m Arbitration 
Banks under respec- 
tive treaties 
OPIC Debt:$219m Debt: $120 m, Arbitration 
Political Risk PRI claim: $98 m 
Insurance (PRI) Total: $218 m 
claim: $111 m 


Offshore Banks ( ABN Amro Bank, ANZEF, BNP Paribas, Credit Lyonnais, Credit Suisse 
First Boston, Erste Bank der Oesterreichischen Sparkassen, Standard Chartered Bank 


* IDBI, Canara Bank, SBI, IFCI and ICICI 
** Overseas Private Investment Corporation 
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‘ower Development Corporation 
PDCL), an arm of MSEB which had a 
ilar stake in DPC, will hold the re- 
ning 15 per cent stake on a deferred 
is with no return on equity or divi- 
d for the first years. In return, it will 
't power at Rs 2.30 a unit. 





3 ‘ound Rs 5,500 crore to Dabhol, are 
B playing in the revival: one, they are se- 


| cured lenders; two, they are promoters 


D | ofthe project SPV, RGPL; and three, they | 
ES are the promoters of the financial SPV. | 
| The financial SPV at the moment holds | 


ME the charge of foreign lenders. The 


_ charge would continue but on renegoti- | 
| ated terms which are still being | 








shed out. 


P In addition, any cost overrun be- | 
_ yond $200 million for the completion of 





. Dabhol Power Company (DPC). 
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er nt stake each in the company (see 
he Three Rings’). The Maharashtra 


- There is also the unusual role that | 
an lenders, who had an exposure of 


ree rings 
| | d. special purpose vehicles (SPVs) have been set up to 
: handle the complexities of restructuring the finances of 


. The first, Gas & Power Investment, was started in early July 

. to settle the claims of offshore lenders and OPIC. This was done 
through a government guarantee to issue bonds of around Rs 
1,300 crore, which were marketed to LIC. As per the arrange- 
ment, no secured lender individually had the right to foreclose 
the loans. There was a difference of opinion between the off- 
shore and Indian lenders on how to enforce security. Thus, it 
was imperative for Indian Fis to buy out the foreign lenders. 

New Age came into being primarily to facilitate the settle- 

ment with GE, Bechtel and Enron's Mauritian affiliate (Enron 

© Mauritius Co) which was jointly controlled by GE & Bechtel. For 

|| the time being, the shares have been parked with an offshore 

| escrow agent. Experts warn that there are numerous winding up 

. proceedings against DPC which might result in nullifying the 

. transfer of shares to New Age. Meanwhile, efforts are on to get 

_ these winding-up petitions dismissed at the court. 

. Ratnagiri Gas and Power Limited (RGPL), promoted by Gail, 

E NTPC and IFis has been created to take over the assets of DPC, 
|| which will be transferred to them free of all encumbrances | 

|| through a court process. RGPL was created in late July to take | 

|| over the assets of DPC, complete the project and restart it. The 

assets will be transferred through the Bombay High Court. 
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Dabhol will be borne by these institu- 
tions, which have already foregone in- | 
terest amounting to Rs3,000 croreinthe | 
restructuring. They are now under pres- 
sure to take a hit on their capital in order 
to keep the tariff at Rs 2.30. 

Says Madhav Godbole, former 
Union home secretary and Dabhol ex- 


í 
i 
i 
{ 


pert: “I hold no brief for the FIs because 


| 

i 

| 
they clearly did not apply their mind | 
while making the loans to Dabholin the | 
first place, but depended instead on the | 
government guarantees to see them | 
through.” All the same, he insists there | 
should some kind of accountability for | 
public finances. "Are the losses being | 
shared equitably or are the domestic FIs | 
taking the brunt of the blow?” Since | 
there is no free lunch and somebody has 
to pay, it should not be the taxpayer, says 
Godbole, who chaired the famous 
techno-economic committee to review 
the Dabhol project in 2001. 


RR 
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The problem with Dabhol is that 
some issues simply will not go away. 

The biggest issue is the high cost of 
the project. A rough calculation shows 
that restarting Dabhol will swallow up 
as much as Rs 11,000 crore. This in- 
cludes Rs 2,960 crore for the LNG facility, 
and the rest for the power plant. DPC is 
an integrated plant, replete with an LNG 
jetty and a regasification facility de- 
signed to handle 5 million tonnes of gas 
a year. About 70-80 per cent of the work 
has been completed on the LNG facility, 
according to different estimates. Worse, 
no one is sure whether expenditure can 
be capped at these figures. 

This, in fact, is the basic problem 
with settlement. All the figures are fluid 
— whether itis the tariff, the fuel price or 
the project completion cost. Says Girish 
Sant of Prayas Energy, a Pune-based re- 
search organisation that has been track- 
ing Dabhol for the past 12 years: “There 
is complete secrecy about these negoti- 
ations. If the Indian taxpayer is being 
burdened with Rs 11,000 crore and 
probably more for a used plant which is 
about 30 per cent higher the cost of an 
equivalent new plant, the people have a 
right to know why this was done.” 

While the normal cost of setting up a 
gas-based combined cycle plant ranges 
from Rs 2.8 crore to Rs 3 crore per MWof 
gas, Dabhol' cost, thanks to its heavy 
debt burden (which is 6:1 against the 
normal 3:1) puts the tab at Rs 3.6 crore 
per MW. For NTPC, the expansion of its 
Kawas and Gandhar plants are being ex- 
ecuted at just Rs 2.30 crore per MW, ac- 
cording to official figures. 

Prayas has, therefore, filed an appli- 
cation under the Maharashtra Right to 
Information Act to access the papers re- 
lating to the Dabhol settlement. “We 
want to know what has transpired.” 








Lack Of Transparency 
The lack oftransparency is a continuing 
theme with the Dabhol project. Enron, 
the original promoter, had fought tooth 
and nail for keeping the PPA with MSEB 
private and had even gone to the Born- 
bay High Court to prevent disclosure, 
What is galling this time round is 
that every query made to the govern- 
ment has been met with a stony silence. 
Interestingly, all details of the agree- 
ments are available online to sub- 
scribers of energy information services, 
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Madhav Godbole (L), former Union home secretary, and Girish Sant of Prayas Energy are calling for 
greater accountability of public finances 


the leading one of which is run by a for- 
mer journalist. So those who pay hefty 
subscription fees are privy to sensitive 
documents, while people at large are de- 
nied this on the grounds that negotia- 
tions, which call for flexible and quick 
decisions, cannot be open to public 
scrutiny. Thus, one of the largest interna- 
tional claims on India has been settled 
without any public disclosure or debate. 

Critics of the negotiation process say 
the country could have saved itself from 
paying out large amounts to foreign 
claimants had the government of the 
time accepted the recommendations of 
the Godbole committee. 

The former bureaucrat's landmark 
report had in 2001 suggested a renegoti- 
ation of the Dabhol Power Company 
tariff at Rs 2.40 per unit (the price which 
is being thrust on the new promoters of 
the project is Rs 2.30!) through a finan- 
cial restructuring of the project to elimi- 
nate hidden profits for Enron sub- 
sidiaries and to make the project viable. 

Curiously, instead of examining 
Godbole's recommendations, the Cen- 
tral government got an injunction from 
the Supreme Court against the function- 
ing of the commission on the ground 
that the state had no right to set up a 
commission that looked into affairs that 
involved it. That was because finance 
minister Jaswant Singh had, during the 
13-day rule of the first BJP government at 
the Centre, signed the counter guaran- 
tee for the Enron project. 


The Negotiated Settlement 
The other issue, and a related one, is 


why the government opted for a negoti- | 


ated settlement. 

Lawyers involved with the DPC im- 
broglio say the government examined 
threeoptions: to seeka negotiated settle- 
ment with all parties; fight the legal cases 
filed by the owners and foreign lenders 
to Dabhol both in Indian courts and in- 
ternational arbitration; or the lenders 
auction the project on an 'as-is-where-is 
basis through a bidding process. 

According to government sources, 
Mukherjees EGOM plumped for nego- 
tiated settlement because it was the 
only way of ensuring that the project 
could be restarted in a time-bound 
manner while getting rid of all the trou- 
blesome litigation. Among other cases, 
GE-Bechtel had filed a claim for $6.57 
billion against the Centre for alleged ex- 
propriation of the Dabhol plant, result- 
ing in huge losses to the owners. 

Going the litigation way, it was felt, 
would lead to protracted delays and of- 
fer no guarantees. Clearly, what swung 
opinion towards an out-of-court settle- 
ment is that the Dabhol plant cannot 
run without GE. No one else has the 
technical know-how for running its su- 
per F class turbines. NTPC sources con- 
fide that its engineers are "totally unfa- 
miliar" with the turbines used at Dabhol 
and are not in a position to do anything 
till GE gives its detailed evaluation re- 
port. That report has not come yet. 

GE, for its part, has refused to meet 
Businessworld on the issue. A spokes- 
person said that "GE did not wish to be 
part of the story”. 

However, official sources have not 
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been able to offer a convincing argu- 
ment as to why Option 3 was not con- 
sidered seriously. After all, it's well 
known that leading power companies, 
the Tatas and Reliance Energy, among 
others, have been keen to take over 
DPC. Reliance, in fact, had bid higher 
($25 million) for Enron's stake in a US 
bankruptcy court, which instead al- 
lowed GE-Bechtel to snap it up for $20 
million as part of an overall settlement 
of dues from the defunct company. Re- 


| liance was told at the time that it had no 


locus standi in the matter. The Tatas, on 
the other hand, had formed a consor- 
tium with British Gas to bid for DPC. 

As the bigwigs from Delhi and Mum- 
bai begin their plant visits to Dabhol, 
things are beginning to stir once again 
in this coastal enclave. Residents of the 
three villages that Dabhol straddles (An- 
janvel, Ranvi and Veldur) are gathering 
once again to fight for their rights. 

Yeshawnt Bait, an activist of the En- 
ron Virodhi Sangharsh Samiti (Anti En- 
ron Struggle Committee), for the last 12 
years, says the affected villagers will be 
launching their campaign again. Bait 
and his group have a list of 15 demands 
that DPC did not concede. This will be 
taken up with renewed vigour. 

“We are glad the project has passed 
into Indian hands and have renamed 
our struggle as the Lok Hakka Samiti 
(People's Rights Group)," says Bait. “But 
we insist that the new owners take care 
of our needs.” Some. things never 
change in Dabhol. * 





TRIBHUWAN SHARMA 





The scramble for gas/LNG 


Current & projected demand (in mmscmd)* 














Sector 2005-06 2006-09 2009-12 
Power 48.50 94.50 169.50 
Fertilizer 32.94 — 44.18 53.60 i; arn 
LATHA JISHNU Refinery 23.01 25.37 25.37 sakr : Xe supplies only in the 
next decade. 
Indus 12.80 16.20 17.50 
F anything could subvert the m Banerjee insists supplies 
dbiseival «f th Dabhol Others 15.82 18.95 23.61 A nad» i dit 
grand revival of the Dabho Total 133.07 199.20 289.58 and prices are not as strait- 


power project, it is gas. It 
could also be the reason why 
National Thermal Power Cor- 
poration (NRPC) chairman C.P 
Jain does not sound too enthu- 
siastic about his new charge: complet- 
ing and running the 2,184 MW Dabhol 


power project. NTPC has been finding | 


it increasingly impossible to run its 
own gas-fired plants (Kawas, Gandhar 


and Kayamkulam) in recent months | 


because of the shortage of domestic 
gas at the administered price mecha- 
nism (APM), or controlled rate. 
Kayamkulam is being run on very 
expensive naphtha, while the other two 


plants are operating way below capac- | 
ity. NTPC has also been delaying the | 


expansion of Kawas and Gandhar until 
it is sure of supplies from Reliance's 


Godavari Basin fields. That would be | 


end-2008. 

NTPC stations need 17.35 mmscmd 
(at 90 per cent PLF), whereas supplies 
are in the region of 10 to 11 mmscmd. 
Overall, close to 6,400 million units 
of electricity could not be generated 
for want of gas. Recently, NTPC revealed 
its desperation when it agreed to pay 








* Million standard cubic metre per day 
Note: Current availability is just 73 mmscmd, 55 mmscmd 

from ONGC and OIL and the rest from the private sector and 
joint ventures 


$4.08 per mmbtu to ONGC for 6 mm- 


scmd against the controlled price of | 


$1.2 per mmbtu. 
What, then, is the outlook for Dab- 
hol or Ratnagiri Gas and Power Limited 


The tariff rate hammered out between 
its new promoters and its main buyer, 
the Maharashtra State Electricity Board 
(MSEB), is Rs 2.30, of which Re 1.37 is 
marked for variable costs and 93 paise 
towards fixed costs. The cost of LNG 


comes under the variable head. Thistar- | 


iff was predicated on gas being available 


at $3.6 mmbtu, whereas the price in- | 


ternationally has crossed the $10 mark. 


Gail chief Prashanto Banerjee tries | 


to sound optimistic although "availabil- 
ity is tight". He believes long-term sup- 
plies can still be tied up at reasonable 
rates and is in earnest negotiations with 


Australia, Malaysia, Qatar, Abu Dhabi | 


and Oman, apart from Indonesia and 
Nigeria. The latter would be in a posi- 
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jacketed as they are made out to 
be. "Otherwise," he says, "South 
Korea would not have been able 
to tie up a large tender with the 
Malaysians at rates that were 60 

per cent ofthe Henry hub price." 
That may have been a one-off deal. 
Buyers with deep pockets are on the 
prowl and Gail would be naive to expect 


| to secure low-cost supplies immedi- 
(RGPL), as it is proposed to be called? | 


ately. Even Iranian gas, granted the 


| pipeline is made, is expected to cost 





much more than $4 an mmbtu, in line 
with global rates. The market view is that 
prices will in all probability stabilise by 
2008-09, but the prospects of getting ad- 
equate LNG by September next year, the 
date Banerjee has set for running both 
phases of Dabhol, seem rather bleak. 
One reason why price will rule is 
that share of natural gas in the US en- 
ergy balance has increased in recent 
years. Last year, gas represented about 
25 per cent of primary US energy con- 
sumption, according to the latest BP 
Statistical Review of World Energy. Oil 
accounted for 39 per cent and coal 
another 25 per cent. Dabhol, it would 
appear, is jinxed. E 
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RANJU SARKAR 


S a business idea, it was a service 


depth MARICO 
born of a product. For long, 


Under a new perso 


had wanted a piece of the action 
in the skincare business. Several 
other FMCG companies were present in 
force in this segment, but Mariwala’s 
company remained known largely for 


its hair oils. What he was looking for was 





With Kaya Skin Clinics, Marico is successfully the right product to enter the high-mar- 
: : : gin skincare segment. 
playing a service game that FMCG companies Tis dates ba Do: 1 New 


in India have traditionally struggled with York-based company asked Mariwala if 
| he would be interested in selling laser 
x hair removal machines. At first, Mari- 
e$ 1 | wala wasn't impressed — the product 


a | could be commoditised too easily. But 
Sha pin 8 Kaya what emerged was the idea of a service 
offered around such machines. Mari- 


: wala had found his entry to the skincare 
Offerings Skincare m business. The next A Kaya Skin Clin- 
vices like polishing & tight- ics was set up as a subsidiary of Marico. 
ening, face & eye rejuvena- Marico is not the first FMCG com- 
tion, hair removal, dark cir- pany in the country to have tried its hand 
cle reduction, pigmentation at the services business. After all, ser- 
& scar reduction, wart vices can offset the slow growth and in- 
removal, non-surgical tense competition that bogs down 
facelift and fillers. Also sells Ir sy ars cm (5 rp E 

: ustan Lever had launched Ayush Cen- 
RUST DISCE tres. It had also tried to make headway 
with a laundrette service and Lakmé Sa- 
lons. But where the Rs 10,245-crore 
FMCG giant seems to be slow-mover at 
the service game, the Rs 953-crore 
Marico has covered some good ground. 

In the two years since its launch, 
Kaya has set up 37 clinics in India and 
two in Dubai. At these clinics, it claims to 
have serviced more than 50,000 patrons. 
It has also launched its own products, 
like a skin lightening complex, under- 
eye gels, and a recharging night crème. 


































Proposition A medi-spa 
which combines the 
technology of cosmetic 
dermatology with a spa-like 
ambience and offers 
customised solutions 





Spread 39 clinics across 
top cities, including two in 
Dubai. Plans to expand in 


the Middle East and to Together, these products brought in 15 
cities like Surat, Baroda, per cent of Kaya's Rs 18.6 crore revenues 
3 | Kochi and Jaipur last year. The company, though, is still 


bleeding — the accumulated losses run 
to Rs 12 crore. But these are the early 
days of a fast-expanding business that 
incurs a lot of capital cost; each clinic 
: costs Rs 1 crore-1.5 crore to set up. The 
the topline in 2005-06 and good point is that the early ones are 


achieve full br eak-even n & reaching cash break-even in 9 months. 
3-4 years. Each clinic breaks Kaya's model has also been en- 


Financials Grossed a 
Rs 18-crore turnover in 
2004-05. Hopes to double 





i 
mE even in about 9 months Ñ dorsed by experts. Venkat Ramaswamy, 
af = Through Kaya, Harsh Mariwala, CEO of 





Marico, has been able to brush off the 
tag of being just a hair oil company 


Photographs: HEMANT MISHRA 
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A permanent hair reduction, or laser epilation treatment 
going on at a Kaya clinic in Mumbai. The technology 
used is approved by the US FDA. The method renders in- 
effective the ability of hair follicles to produce new hair 


professor of marketing at the Stephen 
Ross School of Business in the Univer- 
sity of Michigan, believes Kaya has 
struck the right model, one focused on 
consumer experience, and not just 
products or services. 

Ramaswamy says: "[Kaya] is trying 
to create a new experience space that 
goes beyond skincare products and ser- 
vices. ... The team has spent an enor- 
mous amount of time designing Kaya 
around how customers want to interact 
and the outcomes they want." 

True, alot of research went into set- 
ting up Kaya. Marico's innovation cell 
first tested the concept through a mock 
clinic in its own office. At the clinic, all 
the parameters that would go into creat- 
ing the aspired 'Kaya experience' were 
tested — from client greeting, to the 
walk-through, to the doctor's presenta- 
tion and the bed design. 

Marico also roped in market re- 
search agency IMRB to gauge the poten- 
tial ofthe business, whether people were 
open to laser treatment, and what skin- 


care needs they had. IMRB reported that | 


there was indeed a latent demand, but it 


couldn't be quantified. It also said that if _ 








Kaya could guarantee re- 
sults, customers were open 
to using technology. Yet an- 
other feedback was that 
people go for skincare 


and get pampered. 

Kaya heeded the feed- 
back. For ensuring safety, 
it has used equipment ap- 
proved by the US Food and 
Drug Administration. For 
ensuring proper use, it has 
kept 100 dermatologists 
on a retainer basis. The 
300-odd ‘skin practition- 
ers’ have been put through 
300 hours of training at the 
company. 

Says Mariwala: “The 
services business is very 
different from FMCG, be- 
cause you have direct con- 
tact with the consumer. We 
were not used to that; we 
dealt with distributors. In 
services... the right experi- 
ence is important.” 

To test out the experi- 
ence, this correspondent 
went through the treatment at two clin- 
ics in Mumbai. From the welcome ap- 
ple-cinnamon drink to the session with 
a dermatologist and the final treatment 
at an exclusive room, he was explained 
each step in detail. The practitioner, in 
fact, first treated one side of his face. The 
difference showed: the skin on the 
treated side was indeed softer than on 
the other. The takeaway? The processes 
were remarkably uniform at the two 
clinics and the whole experience was a 
seamless mix of science and hospitality. 

Rakesh Pandey, CEO of Kaya, says: 
“The concept is of a medi-spa. The 
‘medi’ part gives results through der- 
matologists, and the ‘spa’ part provides 
the experience.” 

This is where Kaya differs from the 
positioning of an Ayush or even an inde- 
pendent dermatologist dispensing the 
same services. While Ayush and Lakmé 
focus on the beauty and comfort as- 
pects, the doctors would focus only on 


the medicinal values. In fact, there are | 
other differences, too, with HLL’s offer- | 


ings. The FMCG giant treats its 18 Ayush 
Spas and 70-odd Lakmé Salons as chan- 
nels to reinforce its skincare or beauty 
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treatments to feel good | 




















MARICO 


| product brands. At Kaya, the products 


followed the services. Then again, 
whereas Marico created a separate 
company, HLL still manages its services 
as an extension ofits core business. 

Says Ramaswamy: “Lakmé Salons 
and Ayush... are a sliver of [HLL’s] tradi- 
tional business. The whole mindset of 
selling, geared towards marketing prod- 
ucts and services, is a deep dominant 
logic. The biggest challenge for such 
businesses is to forget their traditional 
logic of value creation and innovation.” 

There are large challenges before 
Kaya too. The biggest of them is scaling 
up. Unlike HLL, which gives out Ayush 
and Lakmé franchises to entrepreneurs, 
Kaya runs its own clinics. The HLL fran- 
chisees invest upfront and, in return, 
keep 80 per cent ofthe revenues. Conse- 
quently, expansion is cheaper and faster 
for HLL. Experts, though, warn about the 
model's bias towards under-invoicing. 

At Kaya, expansion cannot be as fast 
as at HLL. And Mariwala now wants to 
push into tier II towns like Kochi, Indore 
and Baroda. Is there really a market for 
Kaya's treatments there? Mariwala is 
pinning his hopes on the growing wealth 
of the average citizens of these towns, 
but we take that with a pinch of salt. 

There's also the mandate of expand- 
ing abroad. Where Marico couldn’t go, 
Kaya can. Mariwala says: “Marico’s 
products have some limitations. We are 
only going to countries where the hair- 
oiling habit exists — South Asia and the 
Middle East.” But free of such encum- 
brances, Kaya can possibly go far be- 
yond the Middle Eastern emirates. 

For now, the promised growth itself 
would strain the Kaya team. The aim is to 
reach Rs 100 crore in revenues in three 
years. Given that there are likely to be 50- 
odd Kaya Clinics by the end of this year, 
and that each new clinic takes about 9 
months to break even, and that it then 


| nets sales of Rs 75 lakh-1 crore a year, the 


target seems too high. Also, given the 
hinterland push, average sales per clinic 
are likely to come under pressure. Then 
there would also be the challenge of 
training the staff at the new clinics. 

The next few years are indeed going 
to test the Kaya model to the roots. Butit 
has already delivered on Mariwala’s first 


aspiration commendably — lifting 
Marico from the groove of being just an- 
other hair oil company. i 
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The gap 
between 
the best 
and the 
average 
people in 
any orga- 
nisation is 
constant. 
The trick is 
to improve 
the perfor- 
mance of 
the best 






great vision 


REAT vision must take people 
along with it. The greater the 
ability to carry people with you, 
the greater the chances of suc- 
cess for the vision. But, at times, 
while executing a vision, some people have to 
be left behind. However great the power of per- 
suasive thinking, there are always the naysay- 
ers as well as people who indulge in ‘subversive 
compliance’. The latter say “yes, yes, yes” to 
you, and go back to do the exact opposite. 
Leaders must have comfort dealing with them. 

The important thing is to realise that we 
should not waste time trying to carry everyone 
with us. As Peter Drucker would say, do not 
waste time feeding the problem. Feed the op- 
portunity. You will be surprised how often this 
message is lost on leaders. A classic story that 
drives home the message is that of the Chicago 
Philharmonic Orchestra. For years, it was per- 
forming below par. A new conductor came and, 
within a short time, it became world-class. 
Drucker asked him the recipe of his success. 
The conductor said he always focused on the 
few people at the top. According to him, the gap 
between the best people and the average in any 
organisation is constant. The trickis to improve 
the performance of the best — the rest auto- 
matically move up. 

Great vision always reserves room for provi- 
dence and lends itself to the power of emer- 
gence. If you have thought through how to exe- 
cute the vision in fullest detail, you probably do 
not know that you do not know. Great vision is 
an apparition of the future — not the future it- 
self. We must be open and flexible to changes as 
we go along. Apart from that, great vision must 
have inherent risks and real possibility of fail- 
ure. There is nothing called a risk-free future. 
While we embrace the risks and sometimes be- 
gin a voyage to discover India, we end up dis- 
covering the United States of America instead! 
That is quite acceptable. Sometimes, on the 
path of a great vision, we see reasons every sin- 
gle day to be deeply unhappy. That is perfectly 








normal. Yet, it is not reason enough to question 
the vision itself. 

As we come to a close on this subject, I want 
to share with you my last thoughts. Great vision 
has no place for cynicism. Search the whole 
world and you cannot show me a cynical vi- 
sionary. Let me share something from my per- 
sonal life here to drive the point home. My 
mother came from a poor family with many 
children. As the last born of her widowed 
mother, she was dependent on the meagre 
earnings of her two brothers. Her family was 
naturally relieved when she was married off. 
What she did not know was that the man she 
married suffered from periodic bouts of schizo- 
phrenia. Either my father's family suppressed 
the fact, or they did not know about it. 

Even today, many people think that a good 
marriage settles down people who suffer from 
mental illnesses. After delivering her third 
child, my mother realised what the problem 
was. The door to her past was closed. In the 
1930s, in small town India, there was nothing a 
woman could do. She took charge of the situa- 
tion. She went on to accept my father's condi- 
tion and supported, loved and respected him 
for what he was. 

She never complained of her fate. In the 
years that followed, she became the Rock of 
Gibraltar in the family. Despite her state, she 
had a great vision that her sons would grow up 
as confident, capable men of great character. 
When the first ofthe five joined the IAS in 1966, 
she was in her fifties and everyone thought her 
vision had come true. Just at that time, due to 
corneal ulcer, she became completely blind in 
both her eyes. 

She lived without sight for three more 
decades. But during each day of her blindness, 
she woke up cheerful, was fully engaged with 
the world around her and always asked us to 
do our best. From her, I learnt that even when 
you lose your sight, there is no need to give 
up your vision. Cynicism does not ever deliver 
the world. E 
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Information Technology & 
‘Communications, Dayani- 
dhi Maran launched a per- 
sonal computer made by 
| HCL Infosystems, in New 
Delhi. It was priced at Rs 9,990. Four 
days later, he was in Kolkata to inaugu- 
rate the Xenitis factory, some 30 kilo me- 
tres away from the city. The significance 
of Marans presence wasnt lost on any- 
one. After all, Xenitis was also going to 
make, among other things, a PC that will 
sell for less than Rs 10,000. These weren't 





isolated examples of cheap PCs being | 


launched. In the last six months, five 
odd companies have announced plans 
for or launched what are these days | 
commonly dubbed the 'sub-10k' PCs. 


The segment has so far been domi- | 


nated by the grey or assembled market 
players, who offer attractive prices, with 


warranties to boot. The established PC | 


. companies have so far stayed away from 
this market simply because their cost 


structures don't allow them to sell so | 


cheap. That hasn't really changed. But 


other things have, which explains the | 


sudden interest in selling low-cost PCs. 


. Take four Pick 





N 1 Aigust the Minister for 


Scroll mouse 


Floppy and CD 
drive, audio 
playback (MP3 
audio CD), audio 
creator, video 
playback (video 












One, Maran is personally evangelis- 


with a 10- point agenda to improve PC 
penetration in the country from the cur- 


a committee comprising members 
from industry and government was set 
up to figure out how this could be done. 
It examined a range of issues such as 
low-cost manufacturing, growing the 
domestic software market, Internet 
penetration and so on. It said that pene- 
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| 1,000, that too by year 2008. And the 
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ing the need to have cheaper PCs. In 
2004, he laid down a vision document | 


rent 11 units per 1,000 (that's a total PC. 
population of 11 million). Subsequently, 


| tration could be improved to 65 PCs per | 


lynchpin of doing this was to introduce | 


sub-10k PCs. 

Some in the hardware business too 
have explored the possibility of cheap 
PCs. At its recent developers forum in 
san Francisco, chip-maker Intel un- 
veiled a Community PC that runs on car 
battery. It is ideal for the hinterland, 
where power supply is idiosyncratic. 

Again, at a recent meeting in Delhi, 


Wipro chairman Azim Premji was asked 


whether his company was developing a 
cheap PC. Though he evaded the ques- 


| tion, he mentioned how PCs make a 


huge difference in improving atten- 
dance in rural schools, since they are 
seen as some sort of a gateway to a bet- 
ter life. Meanwhile, Manufacturers’ As- 
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in-built - 

fax modem, 
multimedia 
speakers, 
floppy and 
CD drive 
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sociation of Information Technology | 
(MAIT) statistics show that in the first | 
| gins. Management thinker C.K. Prahlad 


half of 2004-05, PC sales in smaller In- 
dian cities registered a growth of around | 
73 per cent. Also, if in 1988-89, the top | 
four cities in the country accounted for 
67 per cent of PC sales, by 2003-2004 
their share dropped to 39 per cent. 

PC manufacturers though, are wary 
of being too enthusiastic about the sub- 
10k PC. Says Aseem Kumar, product 
head PC business of Kobian, the Singa- 
pore headquartered PC maker: "Only 
25-30 per cent of my business should 
come from the sub- 10K PC. Beyond that 
I'min trouble." 

Lenovos India head, Neeraj Sharma, 
goes a step further: "I don't understand 
how people are offering that 
price...what is their math?” The point 
then is this: Are sub-10K PCs a viable 
business, or are the manufacturers sim- 
ply out to please the minister? 

. Numbers show that while there is 
demand in tier-II towns, the price band 
of Rs 10,000 means there just wont be 
enough operating margin for the sellers. 
Two years back, the margin was around 
12 per cent for a Rs-25,000 PC. Today, 
that has come down to 5 per cent. For a 
sub-10 k PC, the margins are in the 
range of 1-2 per cent. That may not be 
worth it, considering the costs of distrib- 
. ution and logistics. One observer says 

|J. that accepting Maran's sub-10k price- 
pu wasnit ‘exactly voluntary’. 

A "This doesn't necessarily mean that 
E therei is no opportunity at the sub-10k | 
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price-point. Simple economic logic says 
that volumes can make for poor mar- 


has been advocating this in his ‘bottom 
| ofthe pyramid’ approach. But forthe PC 
market in | smaller towns and villages to 
explode, having cheap PCs is not 
enough. You need local language soft- 
ware, good quality Internet connectivity 
and, of course, somewhat uninter- 
rupted electricity. 

Television companies will tell you 
that through the 1990s they grappled 





with similar issues. And while there was | 


no minister prodding them to reduce 
prices, commoditisation sent prices 


south and reduced margins. Today, - 


most TV makers live with 1-2 per cent 
margins in the entry-level 21-inch sets. 
But the large volumes compensate for 
the lower margins. And predictably, it 
was the advent of cable television and 
the proliferation of channels — its PC 
equivalent would be software and Inter- 
net—that exploded TV demand. 

In PCs, some of the other essentials 
necessary for strong rural demand are 
falling in place, but perhaps not fast 


enough. Microsoft has introduced a : 


low-cost, starter edition kit, for emerg- 
ing markets, available at Rs 1,500. At its 
unveiling last September, the IT minis- 
ter remarked that such software should 


.A spate of low-cost PCs have hit Indian mn 
lately. Are marketers seeing business in 
margin proposition? E B 





be made available free of charge. But 


even using the cheapest Microsoft Win- 
dows OS, an UPS and speakers for multi 
media, the price of a sub-10k PC climbs 
to Rs 14,000. It’s also too early to judge 
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how alternatives like Linux will fare. 
For his part, Maranhasrightly con- < 
cluded that to make the sub- 10k price ~ : 
point sustainable, companies need to 
see volumes. Therefore, the TT Commit- —— 
tee report states that the government. 
may consider appointing a neutral. E 
agency to negotiate the prices of the in- 
puts, since, in the absence of an indige- 
nous component industry, companies 
import most of the components. So far, 
there has been little progress on the gov- 
ernment's proposed intervention, 
Meanwhile, companies are tinker- . . 
ing with their costs — opting for. 
cheapercomponentsanddowngrading ^— 
configurations. For example, mostsub- 
10k PCs are using a 1-GHz Rs 2,800,Via — 
chip from Taiwan, instead of a 3- Ce b 
Rs 7,800 Intel chip. M m 
But does this compromised" PC of- 
fer any value? South Africas Sah: 
Computers COO George Van De Merwe | 
— his company launched a sub- 10K PC x 
— says it is critical for manufactures to 
understand the need of the consumer. 
"Sometimes, his need may be no more 
than a typewriter and he may not need 
to upgrade." Kobian lead product man- 
ager Aseem Kumar feels that there is not 
much difference in quality between a 
Via and Intel. "It's just a brand that 
makes a product more expensive." 
India, ofcourse,isnottheonlycoun- — 
try grappling with the low-cost PC ques- — 
tion. Globally countries have talked « 
developing a sub-$200 PC (Rs 8,81 
but have met with little success. £ 
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‘Global Experiments’). IDC Asia Pacific, 
a consultancy, says that many of these 
projects fell short of their targets due to 
issues related to pricing and profitabil- 
ity, distribution and raising awareness. 


HERE seems to be at least one 

player that has wholeheartedly em- 
braced the idea, Xenitis. Chairman San- 
tanu Ghosh says he makes decent mar- 
gins, more than others do. “If there were 
no margins, would we be here?” 


One reason could be that Xenitis 2 


makes certain components like cases, 
keyboards, etc, in India, in technical 
collaboration with China’s Unitek. Its 
levels of indigenisation are higher than 
that of its peers. This trims costs by 20 
per cent. Ghosh says that though duties 
on component imports are negligible, 
manufacturing locally gets around is- 
sues of forex fluctuations, costs of cus- 
toms handling, etc. 

The feedback from the markets has 
been mixed. Kobian's Kumar says that 
they have just finished the first phase of 
their launch in the north and are selling 
around 1,000 units per month. Sahara's 
Van De Merwe says that in the first two 
months since launch, they have sold 
6,500 units nationally in collaboration 
with India's Sahara India Parivar. Xenitis 
ships about 1,800-1,900 units a month 
and has recently bagged an order for 200 
PCs from Kolkata-based TechnoIndia. 


PC Republik Indonesia , 


Second Internet PC 


Prices of lowest-cost PCs differ from country to country 
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HCLs vice president George Paul re- 
fuses to share the numbers but says they 
look ‘good’. The company, he says, has 
tied up with Union Bank of India and 
ICICI Bank for finance schemes. How- 
ever, low-cost PCs still account for an in- 
significant share of the PC market. 

At least one research, IDC's, shows 
that customers aren't necessarily warm- 
ing up to sub- 10k PCs. For 2004, even 
with the sub-13K PC available in the 
market, the maximum shipments 
(around 28 per cent) happened in the Rs 
20,000-25,000 category. Similarly, while 
there was a sub-Rs 50,000 notebook 
available, the maximum shipments 
(around 33 per cent) were in the Rs 
70,000-80,000 category. Sanjit Sinha, 
hardware research analyst at IDC ex- 
plains this: "The low price increases the 
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Varied for different years 


100,000 units in 1 month, 











T x3 


Less than 400,000 units 


B. Around 400,000 units 
" in little over 2 years 

About 130,000 desktops 
plus 40,000 notebooks 
42,000 in first 3 months 
10,000 units in the first 
3 months 
Project delayed. No 
shipments. 

POE About 100 units across 


a few months. Project 
stalled. 





Source: IDC 


considering point for people, 
but they may end up buyinga 
higher-end PC at a better 
configuration." 

Anecdotal evidence also 
suggests that many buyers 
are big-city traders and gov- 
ernment contractors, not 
people who these products 
are meant for. Again, some 
distributors say that compa- 
nies aren't throwing their 
might behind sub-10k PC 
sales because of low margins. 

The IT Committee esti- 
mates that by 2008, India's PC industry 
should start seeing annual sales of 
about 28 million units; of this close to 60 
per cent should come from sub-10 k 
PCs. Vinnie Mehta, executive director 
MAIT, echoes what some of the hard- 
ware makers have been saying, arguing 
that the entire ecosystem — Internet 
connectivity, distribution in smaller 
towns, finance schemes, etc. — needs to 
be developed if those numbers have to 
be reached. But in the same breath he 
says previous experiments by PCL and 
Sterling Computers in trying to develop 
cheap PCs went a long way in reducing 
prices. Even though these specific cases 
may have not done too well. The point 
he is making: once the industry as a 
whole starts thinking differently, there 
will be a difference, finally. aH 
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GINA S. KRISHNAN 


HYAMALA Mani’ career took 
several fortuitous turns in 
2000. After finishing her post- 
doctoral in developmental 
neuroscience at the Princeton 
University, she came back to 
India. But given the lack of cutting-edge 
work of her sort here, she joined the 
R&D unit ofa large Indian pharma com- 
pany. Six months later, she got a call 
from Vijayalakshmi Ravindranath, di- 
rector of the National Brain Research 
Centre (NBRC). Would Mani be willing 
to join the newly-formed institute? 
Thanksto that call, the 41-year-old is 
today busy with her dream project — 
embryonic stem cell (ESC) research — 
at NBRC. Her work, if successful, can 
put India in the league of nations trying 
to unravel the root of life. It's about cre- 
ating human tissues or organs from em- 
bryo. The clinical benefit from such 
work could be enormous. When Mani 
started on this project two years back, 
ESC research had already pulled in bil- 
lions of dollars in countries like the US, 
UK, Sweden, China and South Korea. 
Their path-breaking discoveries had al- 
ready made headlines the world over. 
But in India, it was still a distant dream. 
When Businessworld took a reality 
check of ESC research in India last Sep- 
tember (‘End Of The Road?" 13 Septem- 
ber 2004 issue), it found a dismal pic- 
ture. Two institutes — Bangalore-based 
National Centre for Biological Sciences 
and Mumbai-based Reliance Life Sci- 
ences — claimed to have developed 
some 10 stem cell lines, the all-impor- 
tant building blocks for such research. 
They were even approved by the Na- 
tional Institutes of Health (NIH) of the 
US. But the lines were never published 
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or put through peer review. 
Many scientists even ques- 
tioned their existence. 

Developing human ESCs is 
a long process. Up to 200 em- 
bryos may be needed to de- 
velop a single line. Cells from 
these embryos are kept in cul- 
ture and coaxed to multiply in 
phases over months. During 
this time, they must retain 
their pluripotency, or the qual- 
ity that makes them the master 
cells capable of becoming dif- 
ferent tissues or organs under 
further culture. Then they 
have to be differentiated into organ tis- 
sues of various types. 

“Differentiation and growth of the 
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stem cell is not the biggest challenge; | 
[the biggest challenge] is maintaining | 
the human ESCs undifferentiated,” ex- | 
plains Mani. Her team at NBRC has | 


taken that difficult first step, and is cur- 
rently working on creating neurons, bil- 
lions ofwhich make up the brain. 

Each of the steps has to be taken 


cautiously. Nobody knows how the ESC | 
will grow when transplanted onto an or- | 


gan — in this case, the brain. The thera- 
peutic category Mani is addressing first 


is Parkinson's disease, the least complex | 
of the degenerative diseases induced by | 
the brain. Those afflicted by the disease | 


have a severe loss of dopamine, a chem- 


ical produced in an area deep inside the | 


brain. If those dopamine-producing 
cells can be supplanted, then the degen- 
erative condition can be reversed. 
“While dopamine producing cells 
are the first neurons to be produced in 
the lab, it is difficult to predict when 
therapies will be available,” says Mani. 
What if the supplanted cells turn into 
another neuron subtype, and not the 
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variety producing dopamine? What if 
they keep growing so much that they 
become a tumour? These are some of 
the questions that Mani, like so many 
scientists around the world, is trying to 
answer. “Maybe we can begin animal 
trials for Parkinson's in two years,” says 
Mani. But neither she nor Ravindranath 
are willing to comment beyond that. 

There are other reasons for this reti- 
cence. Manis is not the only path- 
breaking work happening at NBRC. 
Physicist Nandini Chatterjee Singh, 
who did her post-doctoral work on how 
songbirds learn to sing, is heading the 
speech and language lab at NBRC. Her 
latest project is to understand how 
sounds made by autistic children differ 
from those made by others. “I want to 
answer the question if we can identify 
and help them sooner,” says Singh. 

At the same time, Singh's colleague 
Aditya Murthy is investigating voluntary 
control, the mechanism by which we 
make a decision, voluntarily or involun- 
tary. For this work, Murthy is collaborat- 
ing with a team at the All India Institute 
of Medical Sciences (AIIMS), where a fa- 
cility to measure real-time eye move- 
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THE NATIONAL BRAIN RESEARCH CENTRE HAS 
GIVEN A FRESH LEASE OF LIFE TO HUMAN 
EMBRYONIC STEM CELL RESEARCH IN INDIA 


ments has been set up. The idea is to use 
psychological tools to mark out the be- 
haviour of the brain parts that initiate 
supervisory control. 

Mani, Singh and Murthy are just 
three of the 15 scientists that make up 
the NBRC faculty today. They are a 
bunch of scientists who have done their 
doctoral or post-doctoral work in fields 
as diverse as mathematics, neuro- 
sciences, biology and psychology at 
prestigious institutes like the Massa- 
chusetts Institute of Technology, NIH 
and Vanderbilt University. They run in- 
dependent projects and also collabo- 
rate among themselves and with ex- 
perts in other institutes. 

Ravindranath, the energetic 51- 
year-old who leads the faculty, says it's 
this interdisciplinary approach that sets 
NBRC apart from other neuroscience 











labs in India. Part of the variety flows 
from the centre's broad mandate — to 
understand the functioning of the brain 
at the molecular, cellular, genetic and 
behavioural levels. For that, NBRC uses 
molecular, electro-physiological, imag- 
ing and computational techniques. 

The centre has come a long way 


since being set up in 1999 as the apex | 


neuroscience research institute in the 
country. It became operational in 2001. 
In 2003, thanks in part to a Rs 100-crore 
grant (given for use over five years) from 
the Union government's department of 
biotechnology, it moved to its own 
40-acre campus at Manesar near Delhi. 
Apart from its own research, the 


clinical institutes across India, includ- 
ing AIIMS in Delhi, the Centre for Cellu- 
lar and Molecular Biology in Hyder- 
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abad, the Tata Institute of Fundamental 
Research (TIFR) in Mumbai, and 
Nimhans in Bangalore. Then there is the 
responsibility of guiding some 75 stu- 
dents through their PhDs and MScs. 

Its this wide mix of responsibilities 
and expertise that made Torsten Weisel, 
winner of the Nobel Prize for physiology 
in 1981, to endorse NBRC as a "one of its 
kind" institute. 

Though NBRC is unique in its en- 
tirety and has the distinction of produc- 
ing some dazzling work on ESCS, it's not 
the only institute in India working at the 
cutting edge of neuroscience. Some of 
that is also happening at some of the 
labs NBRC coordinates with. 

The most prominent among the lot 
is the work happening at TIFR and 
Nimhans. The latter, which has a 21-de- 
partment hospital and a 300-strong fac- 
ulty, conducts basic research too. It has 
already co-produced work that the 
whole scientific community can be 
proud of. Sanjeev Jain of Nimhans and 
Samir Bramachari of the Institute of Ge- 
nomics and Integrative Biology together 
own the patent for recognising a mutant 
gene responsible for schizophrenia, a 
disease that debilitates one person in 
every 100 counted around the world. 

At TIFR, Shobha Tole and Vidita Vai- 
dya have done work on ageing, stem 
cells and brain disorders that's being no- 
ticed around the world. "My papers are 
being accepted in the same journals that 
USresearchers publish in," says Tole. 

Ravindranath reckons that the num- 


| berofscientists in India working on cog- 
| nitive neurosciences would make up 


5 per cent of all the biological scientists 


| in the country. Today, none of them 
| have a complaint about funds. "If you 


have the right project, the money is 


| there,” says Vaidya of TIFR. NBRC itself 
| has been able to raise about Rs 25 crore 


from grants till now. Last year, 14 biology 
projects from India were given funds by 


| theUK-basedWellcome Trust. There are 


other encouragements for the scientists 
in the form of sabbaticals to work in in- 
ternational labs. 

With such incentives and infrastruc- 
ture, more Indian scientists hopefully 


| will get interested in unmasking the 
NBRC networks with 45 research and | 
| thelast frontier in biology. Mani's work 
| islikely to be the first and most dazzling 
| post from India on that frontier. + 


machinations of the brain, often called 
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How a 
residential 
colony 
discovered 
that water 
rationing 
was not 

as effective 
as they 
thought it 
would be 








WELL-KNOWN metropolitan 
residential colony — a mix of vil- 
las and apartments — has been 
trying to conserve water. But, 
paradoxically, the more they ra- 
tion water, the less there is. They asked me to in- 
vestigate. I discovered that the colony pumps 
water from a deep underground aquifer and 
distributes it to residents free of charge — the 
cost is covered in their fixed monthly mainte- 
nance fee. There are no water meters; they are 
considered too expensive to install. 

My investigation revealed that until a few 
years ago, the water table in the colony was 
relatively high, and then residents got into 
the daily habit of watering their gardens, wash- 
ing their cars, and even hosing down the side- 
walks in front of their homes. Over the years, 
the water table steadily went down, and the 
colony had to invest in deeper tube wells to ac- 
cess the aquifer. In the meantime, new office 
buildings, hotels and malls came upin the area, 
which drained the aquifer further. Water har- 
vesting was implemented, but that only slowed 
the rate of depletion. 

In desperation, the residents’ welfare com- 
mittee implemented two new policies to avert a 
water crisis. First, they began to truck in a water 
tanker everyday. Second, they began to ration 
the water by shutting it off late at night. To their 
surprise, the problem kept getting worse and 
they had to order more trucks of water. To save 
costs, they decided to extend the water shut-off 
time; now the taps would remain dry even dur- 
ing parts of the morning. Eventually, this was 
extended to the afternoon. 

Surprisingly, the amount of water being 
pumped out of the ground did not go down sig- 
nificantly. So while people were complaining of 
water shortages, the water being consumed 
was actually rising, since tanker water was also 
arriving on a daily basis. 

What was going on? Very simple: people 
were responding to the water rationing by stor- 
ing water. First, the people livingin villas simply 
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addeda storage tank on their roof and adjusted 
their plumbing so that they weren't even af- 
fected by the turning on and off of the water 
supply. They had insulated themselves from 
the vagaries of the water supply by inserting a 
buffer between themselves and the colony's 
water source. So they continued living as be- 
fore. In fact, one ofthe residents continued to 
have his driver hose down his car in the morn- 
ing, much to the consternation of a neighbour 
who forgot to store water and had to drive to 
their nearby sports club to take a bath. 

While residents with extra storage tanks 
were blissfully ignorant of the water shortage, 
those living in the apartments made do by 
storing water in bathtubs and buckets, which 
they poured down the drains when the water 
got a bit ‘stale’. Sometimes, they would leave the 
dry faucets open by mistake at night, and 
would wake up to find that water had been 
pouring out for hours. Also, when water did 
arrive, they let the water run for a while to 
clear out the air bubbles which accumulated 
in the pipes during the dry hours. Rationing 
water actually led to more waste and, therefore, 
more consumption. 

The problem with the rationing approach 
that the colony adopted was that it didn't 
take into account the dynamic nature of the 
problem. In other words, people are not static; 
they respond to changes in the rules of the 
game by adjusting their behaviour. Rationing 
water doesn't reduce the number of baths 
people take; it just alters when they bathe or 
the mode of bathing (e.g. using the shower 
instead of the tub). The only way to reduce 
consumption is to make people pay for the 
water they use by installing meters: those who 
conserve pay very little, and those who waste 
pay alot. 

The savings the community would earn by 
not having to order water tankers everyday 
would quickly cover the costs of installing 
meters. And if you think water meters are a 
hassle, try a water shortage. IN 
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TEP into the basement of No.10, 
Brunton Road, one of the many 
bylanes off Bangalore's M.G. 
Road. You may find nuns of the 
Bridgettine order assisting the 
engineers who work on electric scoot- 
ers. Path-breaking work does some- 
times need the odd hand to help out. 
This is the office of Eko Vehicles, The 
nuns help assemble new vehicles and 


The next 








Several electric 
vehicles are being 
rolled out in India. 


Latest from the stable 


PRICE (excl. tax) —— Rs 29,0 


Eko Vehicles’ Vidyut-24. A batch of 
100 vehicles in this series was 
exported to Germany in 1987 





fix old ones. “We occupy their premises, | 


and they help us in our work some- 


times,” says Anil Ananthakrishna, chair- | 


man and CEO, Eko Vehicles. 

For more than three decades, Anan- 
thakrishna has been designing, devel- 
oping and manufacturing electric vehi- 
cles. The Vidyut, his electric two- 
wheeler prototype, debuted in 1973. He 
exported a batch of 100 Vidyut-24 vehi- 
cles to Germany in 1987. 

But the project tanked — it was a tad 





ELECTRIC VEHICLES 


Netherlands and Romania. In the early 
1990s, he even tried developing electric 
cars in the US through his company AA 
Technologies. Later, he moved to Eu- 
rope as CEO of Maharishi Technology 
Corporation, where he developed 10 
electric vehicles that were tested and 
approved for road safety. Late last year, 


, Ananthakrishna decided to take a Sec- 


too early for the times. Unperturbed, | 


Ananthakrishna took his electric power 
pack designs to manufacturers in Ger- 
many, Yugoslavia, France, Taiwan, the 


Anil Ananthakrishna, 
Eko Vehicles 
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ond crack at the Indian market. He 
launched Eko Vehicles in Karnataka in 
January this year — about 700 scooters 
have been sold so far. 

And Ananthakrishna is not the only 
one venturing into the business of elec- 
tric vehicles (EV) in India. Mandali S. 
Rao, director, Cynosure 
Enterprises, has invested 
Rs 5 crore in a 60,000 sq. ft 
assembly plant that can 
roll out 40,000 electric ve- 
hicles every year. For the 
time being, he plans on 
marketing the vehicles 
only in Andhra Pradesh. 

Planet-7, another 
company which launch- 
ed its electric mopeds 
and scooters in Pondi- 
cherry in 2003, has spread 
to Kerala, Gujarat and the 
North-east. It now plans 
to launch India's second 
four-wheeler EV before 
the end of this year. But 
Indias first electric car 
was, of course, launched 
by Reva Electric Car Com- 
pany as early as 2001. 

Can these companies 
make electric vehicles 
more popular in India? 
More importantly, can 
they build profitable busi- 
nesses in the process? 

The road has been 
rough so far. Consumers are yet to ac- 
cept electric vehicles. The technology 
has its limitations. Electric vehicles have 
short ranges (45-80 km per charge). A full 
charge takes three to eight hours; batter- 
ies need to be replaced after a few years, 
and the ‘petrol bunks’ or charging points 
are not yet as ubiquitous as gas stations. 

Worse, government norms to certify 
electric two-wheelers in India are yet to 
be defined under the existing Central 
Motor Vehicles Rules. This means the 
Automotive Research Association of In- 


Photographs: ASIF SAUD 


A range of deposit schemes 
that’s in tune with your needs. 








Union 
A current account that’s packed 
2 : 
with powerful advantages and 
benefits for your business. 
Current Account 


Union Operate your CBS Branch 


MULTICITY Account through any CBS 
ee branch across the country. 


An innovative scheme to 
Float help you harness a fluctuating 


The interest rate. 
iind omni 
Union : } 
A savings account with a 
MULTIGAINS i 
host of extra benefits 
and services 
Union 


A recurring deposit scheme 
INSURED : ; 
DEPOSIT life insurance. 





Union A lump sum investment 
Reiesoient with interest compounded 
quarterly for a fixed period. 
Deposit Scheme 


Come to Union Bank. 
And enjoy the pleasing rhythm 
of banking. 


Conditions Apply. www.unionbankofindia.com 


Qferaa Ses sites Sfsar Union Bank of India 
Acs enar, AGA diee Good ‘people to bank with 


< IMAGEADSP 


y depth ELECTRIC VEHICLES 


dia (ARAI), which certifies vehicles that | has set up a $106-million technology | In the 1990s, Ford, GM, Toyota and oth- 
ply on Indian roads, cannot accord a | mission fund to accelerate growth of | ers invested several hundred million 
type approval to electric two-wheelers. | EVs. It also plans to use only electric | dollarsin electric cars. However, most of 

So far, Eko's two-wheelers have hit | buses for the 2008 Olympics. The global | the manufacturers have since aban- 
the road in Karnataka, but only after the | market for alternative fuel vehicles is | doned their plans and switched to hy- 
transport department gavea provisional | likely to touch $40 million by 2009. But | brid (combination of electric and 
go-ahead for the vehicle to be registered. | the Indian market for such vehicles is petrol/gas) cars. Only a few auto giants 


Chhattisgarh also agreed to register such | still in its nascent stage. like Subaru and Mitsubishi Motors are 
vehicles recently. Eko cannot expand to Maini, always the optimist, believes | still in the electric vehicles business. 
other states until the transport authori- | things will improve. Reva’s sales have in- | The Indian companies don't have 


ties there follow suit. Planet-7 and Cyno- | creased by 25 per cent in four months. | any of that experience. And they still 
sure Enterprises face the same problems | Moreover, Reva bagged a 500-car deal | need to catch up on the technology 
as Eko, and are working around it by | with Going Green, an electric vehiclere- | curve. They are also struggling to find 
launching vehicles below 25 cc, or the | tailer in the UK, last year. It also exports | good vendors for key components. Eko's 
equivalent of 1500 watts in an EV. These | to Malta and Japan. Ananthakrishna is determined to stop 
do not need ARAI clearance. Even investors are helping Reva take | depending on components imported 
With problems like this aplenty, | its technology forward; Maini is hoping | from China. He is investing Rs 2 crore in 
there is one quality that these entrepre- | to close a $15-million round of funding | an assembly plant near Mysore that will 
neurs need to have: perseverance. Reva | from strategic investors in the next two | rollouttwo-wheelers having 75 per cent 
Electric Car Company has laboured for | weeks. It has unveiled the next genera- | local content by February 2006. This will 
the last 10 years and has invested Rs 100 | tion of the Reva cars, dubbed Reva N xg. | takehistotal investments to Rs 15 crore. 
crore. It hoped to sell around 1,500 cars | The car revs up to atop speed of 120 km | If it works, Eko can cut costs by 10 per 
in its first year, but has sold only 1,100in | and has a 200-km range on a single bat- | centand start thinking of exports. 
the five years that have passed since. tery charge. Eko also plans to launch a The electric motor, which accounts 
Now with oil prices skyrocketing, | motorcycle that could cost just more | for almost 30 per of the vehicle cost, is 
electric vehicles are becoming morerel- | thananentry-level bike in January2006. | still imported. It is one of the most im- 
evant, though Indian consumers are | Such progress makes Maini believe portant components of the EV along 
only now feeling its impact — and mar- | evenaRs 1-lakh car that will accommo- | with the controller and batteries. Tata 
ginally so. Historically, spikes in oil | datetwo adults and two children is pos- | Motors recently announced that it is in 
prices have triggered global research in | sible in five years. "India can bethe EV | talks with a few motor manufacturing 
alternative fuels. China hub of the world. It has low-cost manu- | companies to set up shop in India, so 
facturing and the hardware expertisein | that motor costs are reduced. This 
electronics," he adds. But can it? should help Tata Motors develop the hy- 
Nit seems like an alluring possibility. | brid prototypes that it plans to build for 
* its cars (Indica and Indigo) and buses. 
But these are early days. Competent 
manufacturers and supplier eco-sys- 
tems are far from developed. And a clear 
business model is yet to emerge. Reva is 
still searching for profitability. But the 
M two-wheeler manufacturers might be 
E, y s E TPRP able to break even faster due to lower in- 














Chetan Maini, 
deputy chairman, 
Reva Electric 
Car Company 
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EN È vestment costs. Ananthakrishna 

7 mirrors Maini’s optimism, but 
itremains to be seen ifhe can 
walk his talk. 

On the government's 
part, a uniform state 
policy will help the busi- 
PA | | ness. States like Delhi, 
ie e aa ae Trai f Karnataka and Andhra 

l E o E Pradesh have come for- 
ward to either reduce VAT 

p. tozero per cent or bring it in 
© line with that of non-conven- 
"tional energy devices. Some other states 
have even gone ahead and eliminated 
road tax for electric vehicles. But this is 
just the beginning ofthe journey. is 










(romane TT 
i at 


HARGE 


a 







ar 





BUSINESSWORLD 19 SEPTEMBER 2005 


d Ti = NECI Ec " 
t" 74 Mass 
fon DS 
m 
-— 
"XE 
: 
b "eO 
E PeR i: i 
"i 
tw 
i 


(CEED YOUR VISION 


YOU CAN BLINDLY DEPEND ON AN EPSON DOT MATRIX PRINTER TO DELIVER 
5 PERFORMANCE that's consistent, efficient & economical. Which means that you can 
enjoy truly hassle-free printing - whether its reports, tax invoices, forms or any other e EPSON DOT 
type of documentation your business needs. Y LOADED 


OpusCDM 


MATRIX PRINTERS 
FULLY RELIABLE 


he World ! 2 | * V9 EPSON For service, product info or to order a cartridge - 1600 425 0011 (9AM - 9PM) 
Dot Matrix H 


VWW 


*on select models 


5 NC 
UGI MARRANTY ELPLINE | For service (CDMA & mobile users)- 3900 1600 (9AM - 6PM) —— — — — www.epson.co.in 


INCLUDING PRINT HEAD 








tby mala bhargava |. | | | | | 





The author can be 
contacted at 
mala. bhargava@gmail.com. 


Quite 
suddenly, 
the world 
has begun 
to wonder 
if Google 
might 
become 
the next 
and 
biggest 
monopoly 
in the 
world 








It’s a Google 





world 


ELL! There seems to be a 
great huge Google-opoly 
brewing on the horizon. 
The warm and fuzzy logo 
you see everyday when you 
look for something on the Internet represents a 
company that wants to take charge of all the 
‘information’ on the planet. And, apparently, 
that could mean anything at all. 

An increasingly edgy business world will 
not put anything past Google. In particular, 
Google's got Microsoft's goat. Already frazzled 
by Google getting into many of its favourite ar- 
eas — search, email, desktop, messaging, voice, 
mapping, image management — Microsoft 
just about had it when its executive, Kai-Fu- 
Lee, defected to Google. Off they went to court. 

A few days ago, I was flooded with invita- 
tions to join the Google Talk party. Trying to ig- 
nore them as best I could, I was won over by a 
colleague who insisted that “Google Talk rocks! 
You've got to have it” — and have it I did. Of 
course, between three messengers, two cell- 
phones, a landline and a lot of distracting SMS, 
I now find myself closing message windows 
when a phone conversation ends, or glaring at 
a mobile in annoyance when it doesn't seem to 
respond to an emphatic enough mouse-click. 

Did Talk rock? Not particularly, but I guess 
that isn't the point. Talk gives you less, not more, 
and is quick, feather-weight and simple. There 
are smileys and knocking sounds and pretty 
backgrounds and pictures. It's a simple pro- 
gram that ties in with your Gmail account. But 
then, there's voice. Like MSN or Yahoo! or pro- 
grams like the popular Skype, you can make 
free PC-to-PC calls. And that means a whole 
new battle. Who's going to own VOIP — the 
search giants, the software companies, or the 
telecom guys who started it? It's Google's entry 
into voice territory that's more significant than 
the Talk software. Either way, the good quality 
calls you get from using the fuss-free Talk 
makes it worth a try. It's instantly and easily us- 
able. Conferencing, etc. to come later. For now, 





Google is playing its beta trick again. 

The other territory Google has got into is 
your desktop itself. It already had a desktop 
search — and the wonderful Picasa2 for pic- 
tures — but nowit's launched Desktop 2, which 
so far mostly belonged to Microsoft. Desktop, 
my colleague insisted, really rocks. So I took the 
bait again and decided to check out Desktop 2. 
Also alightweight and a quick piece of software, 
it takes no time at all to download and install. 
Desktop 2 puts an intelligent sidebar on your 
desktop which becomes like a one-glance 
dashboard for alot of things — your Gmail, RSS 
feeds from the Net, clippings from the Web, 
your pictures, search, and even a scratch pad 
and a To-Do list. You can set your preferences, 
obviously, and the sidebar learns your way of 
working and becomes personalised. What's 
nice is that, like Firefox, this is based on all sorts 
of add-ons and plugins that you can download. 

The other thing that isn't new but is still 
amazing is Google Earth. Using satellite im- 
ages, it's mapped the world, practically — in 3D 
for the most part. You can zoom in on your 
house, for example. Any more detail and you'll 
be able to see the laundry hanging out to dry. 
The Russians have complained that it will un- 
doubtedly help terrorists map out their activi- 
ties for free and with very little effort. South Ko- 
rea is worried about defence security being 
compromised. The Dutch are concerned that 
Google Earth will let terrorists get the lay of the 
land on airports and, worse still, nuclear facili- 
ties. Meanwhile, Google is reinforcing its fuzzy 
warm image as the satellite images are being 
used to help map out the impact (down to spe- 
cific details, put in through tags by other peo- 
ple) of Hurricane Katrina. Using such images, 
one can zoom in on any address for an update 
ofthe damage. Google to the rescue. 

So, quite suddenly, the world has begun to 
wonder whether Google may become the next 
and biggest monopoly the world has known. 
TV, video, books, maps, news, shopping, ads... 


| the Big G has certainly arrived. fa 
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GEETANJALI KRISHNA 


HEN a dispropor- 

tionately high num- 

ber of girls began to 

drop out of schools 

in Gujarat a few 
years ago, a government-sponsored 
study found out one reason — most 
schools lacked proper girls’ toilets. 
When toilets were built, the dropout 
rate fell. "That's the power of good 
school management," says Shashank 
Vira, chief operating officer, Global Edu- 
cation Management and Services 
(GEMS), India. 

GEMS manages and runs a growing 
network of nearly 60 international 
schools catering to 55,000 students 
worldwide. Says Vira: "Good manage- 
ment can greatly enhance a school's ef- 
fectiveness, while mismanagement has 
the opposite effect." One of the first 
companies in India to promote schools 
as a viable business enterprise, GEMS 
creates school management solutions 
— from school project inception and 
planning to operations — and caters to 
different budgets, regions and syllabi. 

Financial planning and optimal use 
of resources are central to this service 
model to benefit students. ^We found 
that in India, many schools, especially 
theones run by the government, weren't 
cost effective. Mumbai's municipal 
schools, for instance, incur costs of 
Rs 550 to 600 per student per month. 
Private schools run perfectly well at Rs 
900 per student, offering the same, if not 
better facilities," says Vira. GEMS pro- 
fessionals would help clients manage 


their finances in such a way that they | 











- Educational consultants are now looking 
. at schools as financial entities capable of 
giving safe returns 


| could provide the best service within 


the existing fee structure, and still be- 
come financially viable within the first 
four years of inception. This includes 
consultancy charges of around 7 per 
cent of the total fee revenue. “In the un- 
likely event of our financial projections 
not working out, we're willing to take a 
cut in our fee," adds Vira. The source of 
income of schools is the fee that comes 
regularly every quarter. 

While GEMS is clear that schools 
should never function simply for profits, 
Vira & co point out that investments in 
education will facilitate better infra- 
structure and give moderate and safe re- 
turns to investors. 

The idea has found favour with cor- 
porates. Says Deepak Kothari of the 
Kothari Group: "We wanted to diversify 
our present business, and schools 
seemed like a good area to invest in. But 
since we have no expertise in running 
premier schools, we hired GEMS to do it 
for us." At present, their school in Noida 
is almost complete, and will be ready for 
students in the next academic year. 

The idea of schools as viable busi- 
ness enterprises came from studies 
commissioned by GEMS before they 
entered the Indian market. It showed 
the huge demand for quality English 
medium schools. *Even more signifi- 
cant was the fact that people, across all 


socio-economic levels, seemed willing | 
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to pay more than what they could afford 
for educating their children," says Vira. 
56, the crucial variable in determining 
the longevity and image of a school is 
probably what the parents perceive the 
quality of its education to be. Indian 
schools, Vira and his colleagues at 
GEMS felt, have traditionally not been 
responsive to parents' needs. Says Vira: 
At GEMS’ schools, we ensure that par- 
ents can walk in whenever they want." 

GEMS students benefit from the ex- 
pertise of a vast network of over 4,900 
professionals, supported by an eminent 
advisory board. This has some of the 
best-known names in world education, 
including the governor of Harrow 
School, a professor of educational lead- 
ership at Cambridge and the head ofthe 
UK government's effort towards restruc- 
turing A-level grading. 

Selling this novel idea to Indian edu- 
cators was unexpectedly smooth for 
Vira. Within the first ten months of set- 
ting up operations, they've got eight 
school projects underway. Compared to 
other countries, growth in India here 
has been impressive, he claims. Says 
Kothari: "We've derived so much confi- 
dence from the way the Noida school 
has shaped up, that we're planning to in- 
vest in ten more schools across the 
country" They've probably realised 
early that running schools is worth the 
investment. E 
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Most women who aspire to reach the top, start with... 


Being self-driven 


Being empowered 


An inspiring employer... 


_ Anand. India's front-line manufacturer of automotive components and systems. 


For two years consecutively, it has 
been rated among the top 25 ‘Great 
Places to Work’ in India. 


And what drives Anand is the 
commitment to nurturing its people. 
Education and development are an 
integral part of the group culture 
and its people are provided various 
opportunities, including exposure to 
international practices through 
secondments to its global partners 
besides world-class knowledge and 
skills at its corporate university, 


Anand-U. 


Reshma Krishnan, Manager - Finance & 
Treasury, Anand Automotive Systems 
and an MBA from ISB, Hyderabad, says, 
"the empowerment | enjoy at Anand, 
helps me take important decisions 
that directly affect the company's 
growth. The Group also cares about 
individual development, something 
that has helped me achieve my goals 
both professionally and personally." 
We require: 

Women professionals in finance for our 
locations in Pune, Nashik, Chennai, Hosur, 


Gurgaon and Parwanoo. 


Job Profile: 

Will be responsible for accounting and 
finance at company/plant level. 
Eligibility: 

Chartered Accountants below 35 years, 
with 5-year work experience. Women 
who are qualified Cost Accountants! 
Company Secretaries may also apply. 
Please forward your CV along with a 
photograph within |5 days to: 

Geeta Nanda, Executive Assistant to the 
Chairman at: 
g.nanda@anandgroupindia.com 

For more on Anand, visit: 
www.anandgroupindia.com 


> Sales Rs.18 billion > 17 companies >» 5,300 employees » 10 JV partners > II TLs > 37 plants in 8 states 








BROWSING 
Chandan Chattaraj 


Executive director 
Xerox India 


I am currently reading FREAKO- 
NOMICS, which makes for very en- 
tertaining reading. Steven D. Levitt 
and co-author Stephen J. Dubner 
show that economics is, at its heart, 
the study of incentives — how people 
get what they want or need when 
other people want or need the same 
thing. They provide wisdom on 
everything from what sumo wres- 
tlers and teachers have in common 
(the answer: a propensity to cheat), to 
whether parents can really nudge 
their kids to greatness by buying 
them educational toys and enlisting 
them in after-school activities (the 
answer: not really). 

Recently, I read BREAKING THE 
BAMBOO CEILING by Jane Hyun, 
which takes a look at the cultural bar- 
riers that may prevent Asian Ameri- 
cans from advancing to the next level 
in the professional workforce. T 


ALERT 


Interesting Times In India 


by Daniel O’Connor 
(Penguin Books) 





THIS is a fondly written 
book about an expatri- 
ate’s stay at St. Steph- 
en’s College in Delhi. 
Donning the hats of both 
college chaplain and 
English teacher for a 
decade, O’Connor has 
meshed together disparate themes 
like college life, Indian politics and 
his own life on campus to bring the 
spirit of the college alive. m 
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SWAPAN DASGUPTA 





VER since dissent became the 
leitmotif of the teaching class- 
es, there has been a clamour 
among historians and radical 
activists to debunk the notion 
that history writing is the pre- 
serve of the ruling classes. "I am seek- 
ing,” explained Edward Thompson in 
his celebrated 1963 preface to The 
Making Of The English Working Class, 
“to rescue the poor stockinger, the 
Luddite cropper, the ‘obsolete’ hand- 
loom weaver, the ‘utopian’ artisan, and 
even the deluded follower of Joanna 
Southcott, from the enormous conde- 
scension of posterity.” In 1982, the 
historian Ranajit Guha ini- 
tiated the Subaltern Studies 
project which, apart 
from challenging GF 
“elitist historiogra- 
phy”, sought to high- 
light “the contribution 
of people on their 
own, that is, indepen- 
dently of the elite to 
the making and 
development of this 
(Indian) nationalism.” 
These were worth- 
while correctives to a 
historiography geared to understand- 
ing the exercise of power. Tragically, the 
correctives ended up becoming the 
mainstream. Whereas 50 years ago, the 
study of British constitutional prece- 
dents and the Afghan policy of British 
India, to mention two stray examples, 
were obligatory, today’s history curricu- 
lum devotes more attention to ‘peasant 
studies’ and ‘popular’ movements. 
Electorally, the Left hasn't prevailed 
in India and is unlikely to do so ina 
hurry. However, since the 1970s, it has 
acquired hegemonic status in some 
of the important centres of intellec- 
tual production, particularly the history 
departments and the media. There is 
a striking mismatch between how 
Middle India thinks and how its intel- 
lectuals react. 
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AMARTYA SEN 


The discreet 


The mismatch has been in sharp 
evidence for the past two decades. The 
rise of assertive Hindu nationalism and 
the six years of a BJP-led government at 
the Centre triggered sharp intellectual 
reactions. Apart from an aesthetic re- 
vulsion to the outlanders, there was 
considerable disquiet at the assault on 
cherished Nehruvian assumptions of 
nationhood. It was painfully apparent 
that Hindutva was Middle India's 
protest against a counter-culture that, 
quite inexplicably, was becoming the 
dominant 'idea' of India. 

Amartya Sen is not, and has never 
been, a doctrinaire Marxist. He is an 
archetypal 'progressive'— the child of 
an expedient marriage between liberal 

cosmopolitanism and 
welfare economics. His 





THE 
ARGUMENTATIVE 
INDIAN 


Writings On Indian 


Culture, History 
And Identity 


By Amartya Sen 
Allen Lane/Penguin 
Pages: 409; 


Special price: Rs 650 


sense of enlightenment is very Bengali. 
He combines his love for the universal- 
ism of Rabindranath Tagore with an 
almost Brahmo Samaj-like disdain 
for ritualised Hinduism. A creature 
of the multiculturalism that is cele- 
brated in the columns of The Guardian 
and The New York Times, Sen reacted to 


| the 1992 Ayodhya demolition, the 1998 


| 
| 


nuclear tests and the 2002 Gujarat riots 
with outrage. In the process, he also 
effected a curious alliance with the Left 
and libertarian critics of ‘majoritarian’ 
nationalism. This collection of essays 
is the outcome of this intellectual 
metamorphosis. 

Sen's central thesis is disarmingly 
simple and unexceptionable. India, 
he maintains, quite rightly, has the gift 
of the gab. Its people are naturally 





BOOKMARK 


charm of Amartya 


AMARTYA SEN, who won 
the Nobel Prize in 
Economics in 1998, is a 
professor at Harvard. 
Earlier, Sen was master 
of Trinity College, 
Cambridge for six 
years. His most recent 
books are Development 
As Freedom and 
Rationality And Freedom 


loquacious and argumentative. “Pro- 
lixity", he writes, "is not alien to us in 
India." Indian democracy is blessed 
with deep, indigenous, cultural roots. 
As they say in Indi-speak, we are like 
that only. 

Pluralism, argues Sen, is also in- 
grained in the religious tradition of the 
Hindus and the history of Buddhism. 
He traces scepticism to verses in the 
Rig Veda, cites its recurrence in the 
Ramayana and notes the multi-polarity 
of Hindu philosophy, including the exis- 
tence ofa strong atheistic current. Curi- 
ously, Sen doesn't even have a passing 
mention of the Kerala-born Sankara 
who travelled throughout India in the 
9th century debating the philosophy of 
Advaita with Hindu and Buddhist schol- 
ars. Nor does he cherish Swami Vivek- 
ananda's dialogue with adher- 
ents of the Christian faith. These 
are not by-the-way omissions. 
They indicate that rounded his- 
tory is, perhaps, not Sens prior- 
ity. Like Thompson and Guha, he 
too is into fetishising footnotes. 

As for secularism, Sen notes 
that its earliest modern adherent 





religious basis of In- 
dian secularism is well 
intentioned. Yet, he 
does not pause to 
consider why the 
other countries in the 
subcontinent have 
chosen a less tolerant 
route. Till the 10th 
century at least, the 
Hindu-Buddhist civil- 
isation extended right up to Afghan- 
istan. What made Afghanistan and 
Pakistan evolve differently? Even Bang- 
ladesh, which Sen describes “as the 
safest country to live in, in the subcon- 
tinent", isn't quite as idyllic. Give this 
grim neighbourhood picture, Sen may 
find it worthwhile considering why 
the "inclusionary Indian identity" 
stopped at the Radcliffe line. Is there a 
greater Hindu basis to Indian secular- 


ism and democracy than is politically 


expedient to admit? 
It is widely recognised that Hin- 


duism cannot be equated with codified | 
religions of the book. This is why the | 
term Sanatan Dharma is preferred to | 
describe what is, in essence, a way of life | 


rooted in the geography of India. Sen is 


absolutely right to emphasise that Hin- | 


EN C EH P 


ABINDRANATH Tagore thought that the 
“idea of India" itself militates “against 
the intense consciousness of the 
separateness of one's own people from 
others". Through their attempts to encourage 
and exploit separatism, the Hindutva 


duism is inherently plural and lacking 
in certitudes. He is, however, alarmed 
by a feeling that the Hindutva move- 
ment "has entered into confrontation 
with the idea of India itself". He sees in 
the Ram Janmabhoomi movement an 
attempt to refashion Hinduism into a 
monolithic set of certitudes. 

Sen, unfortunately, is not contest- 
ing a dangerous idea; he is demolishing 
a caricature. Like most things Indian, 
the Hindutva movement is a coalition 
of very different impulses. They range 
from those who believe in the divinity 
of Ram and the existence of an exact 
birthplace in Ayodhya, to those who are 
self-confessed 'political' Hindus. It also 
includes Indian conservatives who see 
Hindutva as a loose, emotional anchor 
of nationhood. Hindu nationalism is 
itself a broad church. Sen may be an 
"unreformed secularist" but his un- 
derstanding of the Hindutva 'other 
is not nuanced, and marred by over- 
reliance on the contrived alarmism 
of the likes of Arundhati Roy. In des- 
cribing his enemy, Sen lacks empirical 
rigour: he becomes another non- 
resident polemicist. 

Being a collection of published 
essays and lectures, The Argumentative 

Indian was not meant to be a 
comprehensive study of Indian 
identity. Yet, when Sen makes his 
passionate plea for "internal 
pluralism and external receptiv- 
ity" to define India's sense of self, 
it is natural to look at the con- 
temporary global context. The 
reader, unfortunately, will have 


was the Moghul emperor Akbar. 
"To take Aurangzeb as the 'typi- 
cal' Moghul monarch, or as the 
quintessential Muslim ruler of 
India, would be an extremely 
strange historical judgment," he 
writes. He even suggests that Al- 
beruni's contemporary account 
of Hindu revulsion at the icono- 
clastic vandalism of Mahmud 
of Ghazni was a case of “overgen- 
eralising a little". 

Sen's emphasis on the cross- 


movement has entered into a confrontation 
with the idea of India itself. This is nothing 
short of a sustained effort to miniaturize the 
broad idea of a large India — proud of its 
heterodox past and its pluralist present — 
and to replace it by the stamp of a small 
India, bundled around a drastically 
downsized version of Hinduism. In the 
confrontation between a large and a small 
India, the broader understanding can certainly 
win. But the battle for the broad idea of India 
cannot be won unless those fighting for the 
larger conception knows what they are 


fighting for. 
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to search in vain for any refer- 
ence to either 9/11 or terrorism 
within India. It is as if these trau- 
matic developments had no 
bearing on today’s India. 

With Sen, omissions are 
never casual. They follow the 
choppy trajectory of selective in- 
dignation. LJ 





Swapan Dasgupta, a journalist and 
political commentator, describes 
himself as a lapsed historian 
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Imminent nightmare 


HE prime minister said in Lucknow recently 
that the consolidated fiscal deficit (Centre 
plus states) is 9 to 10 per cent of national in- 
come and will constrain growth if left 
unchecked. The economic argument is unex- 
ceptionable, but one wonders about the PM's figures. 

The RBI annual report for 2004-05 shows a combined 
fiscal deficit of 9.5 per cent in 2002-03. Since then, the fig- 
ures are 8.4 per cent in 2003-04, 8.3 per cent in 2004-05 
(revenue estimates), and 7.7 per cent in 2005-06 (Budget 
estimates) — with the qualification that reliable data for 
states are not available after 2003-04. At the Central level, 
the background is the Fiscal Responsibility and Budget 
Management (FRBM) Act, 2003, and FRBM Rules, 2004, 
visualising a zero revenue defi- 
cit in March 2009 and a fiscal 
deficit equalling 3 per cent of 
GDP in March 2008. Thus, 
every year, the revenue deficit 
must drop by an average of 0.5 
per cent of GDP and the fiscal 
deficit by 0.3 per cent. Given 
the favourable macro environ- 
ment, there is a case for front- 
loading reductions — a point 
made in Vijay Kelkar’s reports 
and by the RBI. But in 2004-05 
and in 2005-06, the finance 
minister was in no position to 
contemplate front-loading. 

In the Budget estimates 
(BE), Mr Chidambaram prom- 
ised 4.4 per cent for fiscal and 
2.5 per cent for revenue. Rev- 
enue estimates (RE) showed 4.5 per cent for fiscal and 2.7 
per cent for revenue. However, provisional accounts from 
Controller General of Accounts show 4.1 per cent for fiscal 
and 2.5 per cent for revenue. On the face of it, despite be- 
ing unable to front-load, he should be congratulated. 
Notwithstanding populist compulsions of the National 
Common Minimum Programme (NCMP), he has been 
able to adhere to FRBM targets. But there are caveats. 

First, there is a comparability issue because of states’ 
pre-payment of loans from the National Small Savings 
Fund, though it only affects fiscal and revenue deficit fig- 
ures at the second decimal point. Second, tax collections 
are lower than BE projections, with non-tax revenue com- 
pensating. Third, slashing of both Plan and non-Plan ex- 
penditure, especially capital expenditure, helped compli- 
ance with FRBM targets. All these have implications for 
2005-06, compounded by recommendations of the 
Twelfth Finance Commission, implementation of state- 
level VAT and earmarking of divestment receipts in an in- 
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The April-July fiscal deficit 
accounts for 51.3% of the year’s 
Budget estimate. The revenue 
deficit signs are no less alarming 











vestment fund distinct from the Consolidated Fund. 

In 2005-06, the finance minister effectively postponed 
fiscal consolidation and bid adieu to FRBM. Budget esti- 
mates (BE) project a fiscal deficit of 4.3 per cent and a rev- 
enue deficit of 2.7 per cent. On the basis of BE 2004-05, to 
comply with FRBM, the fiscal should have been 4.1 per 
cent and the revenue 2 per cent. This is in addition to 
some sleight of hand in numbers. Presumably, Mr Chi- 
dambaram doesn't expect to be around till 2008-09, and 
prefers to back-load, leaving the problem for successive 
FMs to handle. Do the numbers for April-July 2005 (now 
available through Controller General of Accounts) sug- 
gest FM can adhere to reduced deficit reduction targets? 

One must remember that Budget 2005-06 had ex- 
tremely high tax revenue pro- 
jections (overall increase of 
21.3 per cent), especially on 
corporate taxes and personal 
income taxes. It is early days, 
but the April-July figures show 
tax revenue increasing by al- 
most 30 per cent, thanks 
largely to customs, with excise 
not performing particularly 
well. No wonder Mr Chidam- 
baram is reluctant to slash cus- 
toms and excise on petroleum 
products, or move to specific 
duties rather than ad valorem 
ones on the former. High 
global oil prices and increased 
non-oil imports have aided his 
cause. The expenditure picture 
is less rosy, after being con- 
trolled in April and May. Non-interest expenditure, both 
plan and non-plan, have shot up. The 2004-05 option of 
curtailing expenditure seems unworkable in 2005-06. The 
April-July fiscal deficit already accounts for 51.3 per cent 
ofthe year’s budget estimate. The revenue deficit signs are 
no less alarming. 

And this is without factoring in the impact of National 
Rural Employment Guarantee (NREG). The FM may well 
hope that the Planning Commission delays identification 
of 200 backward districts. Nevertheless, if he rises to pres- 
ent Budget 2006-07 and doesn't exercise an exit option be- 
fore then, he will have to admit that his deficit projections 
for 2005-06 have gone horribly wrong and he has an im- 
possible task in 2006-07. By accepting recommendations 
of the Fifth Pay Commission in 1997-98, Mr Chi- 
dambaram turned his dream into a nightmare. By accept- 
ing populist expenditure pressures now, no less damaging 
than a Sixth Pay Commission, he has turned the Indian 
dream into a nightmare. & 
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journalist Swapan Dasgupta = Sy = 
review Amartya Sen's The SS = E == = 
Argumentative Indian ? Who ER j === 
else would have read Arun- | SS SSeS SS 
dhati Roy’s shrillness into aed E SS == 
Sen's writing? Dasgupta — guns co 
suggests that Sen leave Hindutva T Ss 


alone, since it is a caricature and not the dang- 
erous idea that he wants Sen to explain. But what could be more 
dangerous than the reduction of India to a caricature? What empirical 
rigour is needed to decide that the violence Hindutva has unleashed on 
this great land is evil? 

Dasgupta wants Sen to talk about terrorism in India, but neither he 
nor any other columnist I have read has described Hindutva as 
terrorism, which is what it is. I find that these days, BW pays more 
attention to politics and politicians than a business magazine needs to. 


Som Thomas, Bangalore 
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FEAR OF FLYING Many passengers who saw this 

In India, I have experienced some informed the cabin crew. They seemed 
heart-stopping incidents in planes that | more thrilled than concerned that we 
make me worry forthe aviation sector | had just missed becoming part of an 


(‘Danger In The Air’, BW, 29 August). _ airline disaster statistic! I wonder if the 
The first was in the late 1990s. Iwas | crew involved in both incidents 

flying from Bangalore to Mumbaion. | reported the near misses to the 

Jet Airways. We were suddenly infor- appropriate authorities. 

med by the pilot to look to the right in If air traffic control modernisation 

order to see a “rare sight”, which turned | and manpower requirements keep 

out to be an Indian Airlines A-300 _ lagging, I shudder to think of the future 


flying by our right side. This aircraft was | of Indian air space. 
very much within 1 km of us — prob- Deepak Shah, via email 
ably less than 1,000 feet above us! We 
could clearly read the IA logo on the PROUD OF ALL INDIANS 
fuselage! Then, our plane dived to get Subroto Bagchi makes me proud to 
out of harm's way. be an Indian. I wish more Indian busi- 
About a year later, while flying to nessmen took the time to understand, 
Mumbai from Coimbatore (again on empathise and respect the sections of 
Jet), I suddenly saw a Singapore Air- Indian society that live in poverty. 
lines Boeing 747 fly across our aircraft's Dipal Gala, via email 
path at nearly the same altitude! | 





CORRIGENDA 
In 'Ready To Fly' (BW, 12 
September), the HCL vice- 
president's name, G.H. Rao, was 
misspelt. Also, in the same story, 
the name of CADES, a start-up 
in the aerospace industry, was 
also misspelt. | 
We regret the errors. 


Write in at 
editor@bworldmail.com 
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The verdict is out. 


With the completion of acquisition 
of Thomson's colour picture tubes 
business in France, Italy, Poland, 
Mexico and China, Videocon will 
have access to state-of-the-art 
manufacturing and R & D facilities 
across the world. 


All these give Videocon global scale 
and efficiency. And for India, the 
chance to hog the limelight in the 
international TV marketplace. 


You'll agree, it's time for all of 
us to hold our heads high. 





VIDEOCON 


INDIAN MULTINATIONAL 





this issue 





it | vi * 
COVER STORY : The Big, Big Fight 
The global Big Six have been ramping up their offshore development capabilities on a war footing. The next 18 


months will see IBM, EDS, Accenture and the others add more heft to their India operations through organic 
growth and big-ticket acquisitions. Just how prepared are Indian IT services majors for this new game?. 





Consolidation Drive 


Kumar Mangalam Birla speaks to 
BW, about the rationale behind the 
merging of Indo-Gulf Fertilisers and 
Birla Global Finance with Indian 
Rayon. He says it's a win-win situa- 
tion for all three entities. 





4 K.M. Birla: A strategic move 


PM's US visit The trip promises to yield 
substantial business and diplomatic gains for India 


Anil Ambani Is the younger Ambani the new bull 
on the blocks? With the deals he has struck, very much so. 


Escorts The erstwhile auto and agri machinery 
major is facing acute cash crunch. Who will bail it out? 


BUSINESSWORLD 


| 


| age is getting worse. Coal In- 
| cannot help much. The legis- 


| guishing. What's the way out? 








Less Risk, More Gain 


Therisk appetite ofthe global equity investor is increasing. At 

the same time, Indian stockmarkets are offering high premi- 

ums over risk-free returns. Making sense of the rising Sensex. 
Coal The supply short- 


dia, the monopoly producer, 


lation that can help is lan- 


P.C. Parakh, coal secretary: > 
‘No monopoly is efficient’ 


Telecom wnat the battle for spectrum really augurs 


| for the Airtels and the Reliances. And is it worth the fight? 


26 SEPTEMBER 2005 





Imaging: ANTHONY LAWRENCE 








54 Mumbai Plan 
Why an innovative plan 
to resettle 55,000 fami- 
lies in this financial hub 
promises to become a 
model for the country. 


4 A better future for slum 
dwellers in Mumbai 





58 Path Labs A wave of consolidation in this frag- 
mented industry has regrouped the top league within a year. 


66 GPTW second round of the ‘Great Places To Work 
seminars in Delhi and Bangalore. A photo essay. 





IN VOGUE 


;; The Blog Biz 


While most people blog for the love of 
it, some entrepreneurs are taking it a 
step forward and making their online 
journals into an extra source of profit 
— and sometimes a full-time job! 


Kennedi: The blogging astrologer > 


88 Bookmark Are people born leaders, or can they be 
made? A new book from Wharton examines this quandary. 





GUEST COLUMN 


60 Rahul Gaitonde Like Netscape in the 
1990s, Google is now seen as a competitor to Mi- 
crosoft. But the strategies are starkingly different. 





4 FEEDBACK 
71| CASE STUDY 
90| BW OPINION 





Cover Design: Jyoti Thapa Mani 
Photographs: James Leynse, Corbis (Sam Palmisano) and 
Namas Bhojani (Nandan Nilekani) 





A Invisible India: Where is the education cess going? 
Asks Latha Jishnu. 


Pharma Capsules: Your fortnightly update of all that 


is happening in the pharmaceutical sector. 


A Stock Sense: Nifty paused mid-week, but recaptured 
lost ground. Will it resume the journey in earnest? 


Log on to www.businessworldindia.com 





SESS 

















A global contest 


HE contest between Indian IT service majors and 

the global Big Six — IBM, EDS, Accenture, ACS, 

CSC and HP Services — has been in the making 

for a while. It's just that we have now come to the 

exciting part. Many of the Big Six are building up 
their India operations rapidly to be able to tap into the cost 
advantage enjoyed by the Indian majors. The Indian 
companies are doing everything they can — acquiring niche 
companies abroad, setting up consultancy divisions and 
hiring high-level consulting talent — to move into territory so 
far occupied exclusively by the Big Six. 

"Expect major moves by the Big Six in the next few 
months,” says special correspondent Snigdha Sengupta who 
wrote the cover story. "Some of them are planning big 
acquisitions while others are planning grand entries," says 
Snigdha who has been tracking 
the industry for many years. 

These moves will alter the 
global IT services landscape 
because what is happening is 
that Indian IT majors and the 
global six, who have operated in 
different orbits so far, are now 
sliding into the same orbit as 
each group tries to behave more 
like the other. That there will be e 
a head-on collision is a given. b. a 
Rapid hiring by the Big Six in 
India will push up manpower costs and hurt Indian 
companies’ price structure. On the other hand, Indian 
companies are hoping that their entry into consulting will, at 
the very least, hurt the pricing power of the Big Six as well. 

Indian IT leaders like Nandan Nilekani, CEO of Infosys, 
believe that the task before Indian companies is easier than 
that before the Big Six. Indians have to build new capabilities 
while the Big Six have to deconstruct their existing 
managerial and cost structures — a process fraught with risk 
and pain. That is an attractive argument and we will soon 
know how far it holds. 

There's even a chance that the market will behave very 
differently from what either the Indians or the Big Six are 
expecting. The two groups are moving into each other's turf 
precisely at a time when big IT customers are showing an 
inclination to differentiate between various IT service players 
— as the $2.2 billion ABN Amro deal showed. This should be 
an interesting game to watch — we will keep you updated. 


Businessworld 
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‘The idea is to 


a ee 


THE Aditya Birla group is con- 
solidating. From about seven 
major companies it is down to 
four after it announced the 
merger of Indo-Gulf Fertilisers 
and Birla Global Finance with 
Indian Rayon last week. Three 
days later, Indian Rayon chair- 
man Kumar Mangalam Birla 
and managing director Sanjeev 
Aga talk about the merger with 
BW's Ranju Sarkar. Excerpts. 


m What was the rationale be- 
hind the merger? 

Kumar Mangalam Birla: To 
create a much larger entity in 
Indian Rayon. 

Indo-Gulf Fertilisers (IGFL) 
has been in a regulated sector. 
Although it has been doing very 
well, the growth opportunities 
are really not there because of 
the controls. At the time of the 
demerger in 1993, we talked of 
creating a big fertiliser major 
and followed that up with buy- 
ing units which were being dis- 
invested. But the policy environment 
doesnt allow you to grow. The idea from 
Indo-Gulf shareholders' point of view is 
to migrate them to a higher growth plat- 
form through their participation in the 
shares of Indian Rayon. 

Birla Global Finance (BGFL) has a 50 
per cent stake in asset management 
company Birla Sun Life Insurance. [It] 
also has distribution and insurance ad- 
visory [operations]. Indian Rayon owns 
74 per cent of Birla Sun Life. So, the busi- 
nesses complement each other. Also, 
scale comes from distribution in both 
asset management and life insurance. 

The merger bolsters Indian Rayon's 
cash flows and creates diversity by add- 
ing a new line to the portfolio. Fertiliser 
is a very predictable business — pricing 
is determined by [government] mecha- 
nism. So, it does not increase risk. 

So Indian Rayon becomes a much 
larger stronger company. EPS should go 
up by 25-26 per cent in 2004-05 after this 
closure, the consolidated EPS should go 








up by almost 90 per cent. The debt-rais- | 
ing capacity doubles over the next three 
years, and there is no debt in either | 
BGFL or IGFL. 

Indian Rayon has two sets of busi- | 


nesses as we have defined it. On the one 


) 


STOW 


3 and cash flows in this move? 
KMB: We have been in a con- 
solidation and growth mode 
for 7-8 years. This is a natural 
progression of that overall stra- 
tegy. It takes the process for- 
ward as it gives these busi- 
nesses a much stronger 
balance-sheet from which to 
grow. Therefore, the impetus to 
grow, too, is much stronger. 


m The valuation is seen to be 
skewed towards the smaller 
companies. 

KMB: I think the valuation is 
something that the manage- 
ment has never been involved 
with, nor the promoters. It has 
been done by two indepen- 
dent valuers, Bansi Mehta and 
Company, and Deloitte, Hask- 
ins and Sells, who have their 
own reputation. It is difficult 
for us to comment on the valu- 
ation, but I think as people get 
more time to see the numbers, 
they will probably see the ra- 
tionale behind the valuation. Also, in a 
deal like'this, there are some quarters 
that are unhappy. I don't think that's 
unique to this case. 





HEMANT MISHRA 


| B How does consolidation fit in with 


hand, there are the value businesses, the’ 


brick-and-mortar type that are throw- 
ing up cash, but where opportunities 
are somewhat limited. On the other 
hand are high-growth businesses: gar- 
ments, life insurance and asset manage- 
ment, I'T-enabled services and telecom. 
The idea is to use cash from the value 
businesses in high-growth businesses. 
So, Indian Rayon is clearly becoming a 
diversified, high-growth company. 


m What necessitated this move? 
KMB:In the case of BGFL, complemen- 
tarity of different businesses. For IGFL, 
the necessity was to deploy the cash 
flows in high-growth businesses. 


E: ls there anything beyond business 
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the group's overall business portfolio, 
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and where do you see each of the busi- 
nesses in 3-5 years? 

Sanjeev Aga: Indian Rayon, before this 
consolidation, was able to fortify its po- 
sition in both value businesses and 


high-growth businesses. The latter con- | 


sists of financial services, telecom, BPO, 
and apparel. In the last five years, we 
have been able to outperform the Sen- 
sex by five times. Our annualised re- 
turns to the shareholders have been 57 
per cent whereas the Sensex has grown 
by 12 per cent. And it's not just in terms 
of shareholder returns, but also in terms 
of market share, sales and profits. 

As we look forward, you will find two 
or three things. The company, which 
will be much bigger after the amalga- 
mation, will continue to grow rapidly in 
the next few years, and the contribution 
from high-growth businesses will in- 
crease in the share of the pie. But I don't 
think the company will change the 
number of businesses going forward — 


its not that if we have 9-10 businesses, | 


it's going to become 15 or five. 


gi You are betting big on financial servi- 
ces. You have talked about pension fund 
management, a bank and asset manage- 
ment. What opportunity do you see in 
these areas? What are your plans? 
KMB:Given the penetration levels in In- 
dia of insurance or mutual funds, huge 
growth is going to happen in both the 
sectors. Birla Mutual Fund has a little 
over Rs 60,000 crore of assets under 
management, about 7 per cent market 
share. Until very recently, Birla Sun Life 
was the No. 2 private insurance player 
for three years; we have slipped to No. 5 
in the last six months. We 
have plans to recoup that 
position. Our track record 
is proven. The Birla brand 
carries weight. Sun Life 
brings a much longer 
track-record and experi- 
ence in these industries. 
The fact is with the 
savings rate going up in 
the economy, investors 
will look for more infor- 
med investing through 
mutual funds and life in- 
surance. Penetration lev- 
els are extremely low. As- 
sets under management 
as a percentage of GDP in 











our country invested in mutual funds is 
very small compared with several other 
economies. The same applies to insur- 
ance. That's the opportunity. It's a fluid 
situation. A lot will depend on what op- 
portunities unfold. The idea is to grow. 


m How have Indian Rayon’s existing 
businesses done in the past few years 
and how would the merger help them? 
SA: Individual businesses in Indian Ray- 
on are run on the SBU [strategic busi- 
ness unit] concept. That's not going to 
change for better or for worse. But when 
the balance-sheet becomes stronger, 
the cost of funding, which is already 
good, becomes better. The ability to do 
something inorganic becomes sharper 
and you are able to fund your own 
growth in a very low-risk model. . 


g$ But if you talk specifics, can you il- 
lustrate how your position has improved 
in garments over the last few years? 

SA: In the garment industry, data in the 
public domain on the competition is 
not available. So, it's difficult to say how 
much our share has increased because 
the definition of the market is not very 


precise. But it would be fair to say, that 


| we have strengthened ourselves in 


| terms of topline and bottomline com- 





pared to where we were in the last 4-5 
years. We are the market leaders. 


E Some of the New Economy busi- 
nesses you got into haven't done well... 
SA: Theonly one which hasn't done well 
is PSI Data. Maybe we did not acquire 
the company at the right time. But we 
have done a lot of hard work and I think 
we are looking at happier days ahead. 
All our other high-growth businesses — 
garments, telecom, BPO, insurance and 
mutual funds — have done well. 


g When you came on board, you ac- 
quired a lot of brands in apparel. Have 
they delivered the value you expected? 
KMB: They have crossed Rs 500 crore in 


sales. So we are very much on track. If 


you look at the overall trajectory, we 
have done fairly well. We have taken 
market leadership and strengthened 
our brands in line with expectations. 


Al This merger gives you scale. Does it 
open up opportunities for you abroad? 
KMB: We are not looking at that. E 
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RANBAXY 
Family control 


N 1999, when Parvinder Singh 
| passed away, some worried that 

his young sons, Malvinder (top) 
and Shivinder, would not be able to 
retain control over the group. That 
was because D.S. Brar had been 
handpicked by Parvinder Singh as 
his successor, and Malvinder, all of 
27, was just a manager (licensing). 
Shivinder, then 24, had no official 
role in the group whatsoever. 

Six years on, it seems that 
Malvinder and his family are in firm 
control of all the 
group companies. 
Brar left Ranbaxy in 
2004 and Malvin- 
der today is presi- 
dent and officially 
No. 2 in Ranbaxy. 
But there is no 
doubt who is shap- 
ing the strategy at 
India's biggest drug 
manufacturer. 

Malvinder offi- 
cially doesn't have 
anything to do with 
the other two group 
companies — For- 
tis Healthcare and 
SRL Ranbaxy. But n 
his father-in-law, à 
Harpal Singh, is 1 
chairman ofboth. f 
Harpal Singh is 
also on the board of Ranbaxy, along 
with Malvinder. The only other rela- 
tive mentioned in the annual report 
is Malvinder's mother, Nimmi Singh. 
Meanwhile, Malvinder's brother-in- 
law, Jaivir Singh, has recently joined 
Fortis Healthcare handling corpo- 
rate marketing. 

What about Shivinder? He holds 
the title of joint managing director in 
Fortis. (When Fortis began opera- 
tions in 2000, Harpal Singh was 
chairman and Shivinder was execu- 
tive director). Shivinder does not 
have any role in SRL Ranbaxy and is 
also not part of Ranbaxy's board. E 

GINA S. KRISHNAN 
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MANMOHAN SINGH'S US VISIT 


The Big Apple cart 


The trip underpinned India’s role in global affairs. 
More important, it cemented ties with US business 





ANMOHAN 
has set a new prece- 
dent for Indian prime 





Apple. Like Atal Be- 


hari Vajpayee, who began speaking in | 


- Hindi during the annual debate at the 


UN General Assembly some three | 


. decades ago, like PV. Narasimha Rao, 
who started meeting America's Jewish 


organisations every year in New York in | 
the 1990s, when India had no diplo- | 


matic relations with Israel, Manmohan 
Singh now has to his credit an annual 


CEOs lunch, where he spends a couple | 


of hours with men who collectively 


e manage trillions of US dollars in busi- 


ness and investment. 


The practice was started in Septem- | 
ber last year, when Ronen Sen, India's 


ambassador to the US, worked with the 
New York Stock Exchange to host the 
first such lunch: it was attended by 17 


' American CEOs whose net worth was | 
over a trillion dollars. Sen insisted then | 


that only CEOs — not number twos or 


number threes, howsoever big their | 
companies were — should be invited for | 


Singh | 


ministers in the Big | 








the lunch. The only excep- 
tion he made was for Robert 
Rubin, chairman of Citi- 
group, who was not a CEO, 
but that was because Rubin 
once held the office of US 
Treasury Secretary. 

Sens insistence paid off. On 14 Sep- 
tember this year, 13 American CEOs had 
lunch with Singh and had a free ex- 
change of views with him in what has 


Singh (L), UN secre- 
tary general Kofi 
Annan (C) and 
George W. Bush on 
their way to the UN . 
General Assembly 


become a part of the Prime Minister's | 
visitto NewYork every yearto attend the | 
UN General Assembly. This year's lunch | 


was attended by, among others, Rupert 
Murdoch, the media mogul who is CEO 
of News Corporation; John Thain, CEO 


ofthe NewYorkStock Exchange; and Jef- | 


frey Immelt, CEO of GE. 


captains of American industry has been 
institutionalised. In July, Singh and US 
president George W. Bush together set 
up à bilateral CEOs' Forum made up of 





the 10 top CEOs from each country. This | 
years lunch in New York was, therefore, | 
jointly hosted by Sen and William Harri- | 
son Jr., CEO of JP Morgan Chase, the | 


BUSINESSWORLD 10 26 SEPTEMBER 2005 


American co-chair of the CEOs' Forum. 
Perhaps, the most significant spin-off 
from the lunch was what did not hap- 
pen: not one of the CEOs raised any is- 
sue relating to Indian domestic politics, 
suggesting a growing confidence in In- 
dia despite its politics and politicians. 

If the Prime Minister's interaction 
with the CEOs was a high point of his 
visit to New York, the low point was a 
stalemate in relations with Pakistan. Ex- 
pectations over Singh's meeting with 
Pakistan's president Pervez Musharraf 
in New York had been lowered by grow- 
ing evidence that Pakistan had, by no 
stretch, ceased to be the fountainhead 
of terror in South Asia. Those expecta- 
tions were further lowered when Singh 
told Bush on the day ofhis arrival in New 
York that "Pakistan still controls the flow 
ofterror in Jammu & Kashmir" and that 
no real progress in India-Pakistan rela- 
tions was possible unless this changed. 

On the eve of the summit between 
Singh and Musharraf, Indian officials 
made public this conversation with 
Bush. During their hastily scheduled 
meeting, Singh and Bush reiterated 
their commitment to pursue all that was 
agreed between the two leaders when 
they met at the White House 
in July. Bush said his admin- 
istration was sincere about 
implementing a nuclear 
deal worked out in July, un- 
der which the US will trans- 
fer nuclear equipment and 
technology to India and help India to 
gain entry into offshoots of the global 
non-proliferation regime, such as the 
Nuclear Suppliers' Group (NSG), whose 
membership is essential for developing 
Indias nuclear energy programmes. Af- 
ter meeting Singh, Bush is expected to 
redouble his efforts to win Congres- 
sional backing for the nuclear deal. 

The meeting between Singh and 
Bush also underlined India's increasing 
role in global politics: it is very likely that 


| inthe coming months, Washington will 
Meanwhile, India’s equation with | 


call upon India — along with other piv- 
otal nations Russia and China — to play 
a bigger role in defusing the crisis over 
Iran's nuclear arsenal programme, just 
as six countries are now working to- 
gether to resolve a similar crisis over 
North Koreasnuclearprogramme. Bi 

K.P. NAYAR 
The author is diplomatic editor, The Telegraph 
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Financial 2.0 487.30 1,344.5 
Technologies 

Spanco Telesys 14.9 80.75 220.90 174 
Adlabs Films 55.0 200.50 336.35 68 
Jyoti Structures 14.9 187.70 294.90 57 
Madhucon Sosi 759.70 SAIMS 45 
Projects 

Rallis 7.0 254.25 39115. 38 
Saregama- 7.0 141.95 195.65 38 
TV 18 7.0 324.00 375.15 17 


THE STOCKMARKET 


New bull Anil Ambani 
sets stocks on fire 


S Anil Ambani the new bull on the 
Indian stockmarket? His Reliance 
Capital (RCL) has been extremely 
active on the bourses ever since he 


parted ways with brother Mukesh. Ithas | 
..., made several deft purchases and also 


some handsome gains by partly selling 
some of the stocks he had bought. 
RCL has acquired an equity interest 


.; insevenlisted companies in the last few | 
.. months. And each of these scrips, with- 


out exception, has substantially outper- 


— formed the market (See ‘Booster Shots’). 


Five of those stocks — Spanco Telesys, 
. Adlabs Films, Jyoti Structures, Madhu- 
con Projects and Rallis India — have 
gained 38 per cent to174 per cent since 
. 30June 2005. The S&P CNX NIFTY Index 
rose 12 per cent during the same period 





of time. Two other stocks — Saregama 
and TV18 — have registered smaller 
gains, but have still outperformed the 


, market. 


An eighth stock, Financial Technolo- 
gies, in which RCL has held a minority 
holding for quite some time, has seen 


| price increase by 157 per cent since 30 


June 2005. Not surprisingly, share prices 


of RCL itself have increased 163 per cent | 
| be a major force in the coming months. 


to Rs 469 during the same period. 
This apart, stocks including Shrin- 


| gar Cinemas and Dewan Housing, in 
which Anil Ambani is rumoured to have | 


shown some interest, have also risen ap- 
preciably. "Clearly, there is some magic 


| surrounding the stocks Anil [Ambani] is 


picking," says a broker. 








| 
| 





Ambani has also acquired 100 per | 


cent of insurance firm 
AMP Sanmar’s equity 
and has also picked up 
a 15 per cent equity in 
three more unlisted 
firms Celebrity 
Fashions, Prime Focus 
and Gini & Jony. 

In the last few 
months, Ambani has 
done more than 
enough to get the market's attention. 
According to BW estimates, he now has 
equity interests ranging from 5 per cent 
to 55 per cent in seven listed companies. 
Rough estimates suggest that his equity 
holding in these companies could now 
be worth over Rs 800 crore. 

However, Ambani is in the market 
not purely as a buyer. He has also been a 
seller in some of the stocks mentioned 
in the table. And not surprisingly, most 
ofhis sales have earned handsome prof- 
its. He is reported to have sold over 
600,000 shares of Rallis India in two 
tranches in July and August. The deals 
were struck at prices not much lower 
than the current high of Rs 356. 

Similarly, Ambani is also reported to 
have booked substantial profits in Fi- 
nancial Technologies. He had been 
holding the shares for some time. He is 
reported to have sold two large blocks of 
shares in the company in June and July. 

Stockmarket players expect RCL to 


SANJIT KUNDU 


Anil Dhirubhai Ambani Enterprises 
(ADAE) recently invested Rs 2,300 crore 
in RCL and Ambani has expressed his 
desire to turn it into a financial power- 
house. RCL’ recent activity suggests 
that private equity is likely to be a key 
part ofthose plans. E 
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ESCORTS 


SCORTS is in a jam. Banks 
have stopped giving credit 
after intermittent defaults in 
servicing term loans, work- 
ing capital loans and deben- 


` tures over the last year. Vendors are re- 


luctant to supply goods on credit 


— because of payment delays. The com- 


pany is making do with whatever it has 


. in stock or can get from a few faithful 


vendors. It has to sell 3,000 tractors a 
month to break even, but is making 


. about 1,000, down even from the aver- 


age 2,000 in April-June 2005. Escorts is 


, Caught in a vicious cycle of low produc- 


tion, low revenues, swelling losses and 
huge liquidity problems. This, when the 
tractor market is growing at 30 per cent a 
year. Tractors bring in nearly 85 per cent 


* 7; ofEscorts’ revenues. 


The auto components division, too, 
is bleeding. The only operation making 


i . money is railway components. But the 


liquidity crunch could hit that. To stop 


v 7 theslide, Escorts needs lots of cash. Fast. 


a 1 


SU 7] < “| «. " 


CFO Shalendra Tandon admits that 


_ the situation is scary, but has not given 
. up. “We are working on a plan,” he says. 


"God willing, [in] a week we will be able 


' to arrange an amount that will help us 


survive and work," is all he is willing to 
venture. Escorts has use up a Rs 250- 
crore credit line extended by a consor- 
tium of banks including Citibank, Stan- 


— dard Chartered Bank, State Bank of 


400 
donealltheycould— resche- ^ 456 
duled repayments and given 300! 
odd working capital loans. 250 
<; Says Tandon: “We can't com- anf 
_ plain. They (banks) cannot d 
/ fund us further as they have e 
~> exhausted their limits." | 


. Crisil has kept its junk rating 
“on Escorts debt for nearlya ^ ^ 


India, Deutsche Bank, ICICI Bank and 


./ ABN Amro Bank. The com- 
.. panys bankers say they have 


Credit-rating agency 








THE SQUEEZE 


. Gasping for liquidity 


M The company desperately needs to find cash. Can it? 


Rajan Nanda 


alised that the promised Rs 770-crore 
preferential issue won't come. 

Tandon says Escorts immediately 
needs an interest-free Rs 250 crore just 
to keep operating. To solve long-term 
problems, it must raise Rs 500 crore 
more, interest free. It has already accu- 
mulated debt of Rs 1,000 crore. 

With hardly anyone willing to lend, 
promoter Rajan Nanda can raise money 
through equity. A public or rights issue 
of shares would inevitably bomb at this 
juncture; and Nanda is not keen on issu- 
ing preferential capital to a strategic in- 
vestor to an extent that may significant- 
ly dilute his 34 per cent stake in the 
company. That leaves the option of a 
sale of either physical assets or invest- 







INTEREST COST 


/ year now. Icra moved Escorts n | NET PROFIT 
. debentures to ‘junk’ on 12 P un 
03 Quaterly figures in Rs crore 04 


V September 2005 after it re- 
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DILEEP PRAKASH 








ments. The last looks most likely. 

Unfortunately, the options here are 
limited too. In the last five years, Escorts 
has monetised its stakes in Escorts 
Yamaha, Escorts Herion, Escorts Class, 
Escorts Auto Components and Escotel. 
The Rs 500 crore or so it raised failed to 
stop the company from being ravaged 
by the slump in the tractor market from 
2000 and the loss-making Escotel. 

Now, only two subsidiaries could 
fetch Escorts the money it needs. One is 
the wholly-owned Escorts Construction 
Equipment (ECEL). It is expected to end 
the current fiscal with a profit of Rs 20 
crore on sales of about Rs 250 crore. 

The other is Escorts Heart Institute & 
Research Centre (EHIRC). Escorts owns 
80 per cent of its equity, and investment 
companies of Rajan Nanda and Naresh 
Trehan the rest. Its subsidiaries — Es- 
corts Hospital & Research Centre, Farida- 
bad, and Escorts Heart & Super Special- 
ity Institute, Amritsar — run a hospital 
each. EHIRC’s consolidated revenue 
would be about Rs 300 crore and it is ex- 
pected earn net profits of about Rs 14 
crore this year, the Faridabad and Amrit- 
sar hospitals will incur losses, mainly on 
account of depreciation. 

Itis EHIRC that is most likely to find 
an investor fast. Also, Nanda has been 
thinking of bringing in a 40 per cent 
partner. Fortis Healthcare is interested. 
Neither Escorts officials, nor its bankers 
would put a value to EHIRC, but the lat- 
ter believe the sale of a substantial stake 
will considerably alleviate Escorts' im- 
mediate liquidity problem. They say if 
Nanda does not concede to the circum- 
stances, Escorts may deteriorate be- 
yond redemption in no time. 

The stockmarket, however, is hop- 
ing Nanda will be able to keep the wolf 
from the door and revive the 
company. Despite the spate 
of bad news, Escorts' stock is 
still ruling around its 52-week 
high of Rs 117.35, nearly dou- 
ble its 52-week low of Rs 60. If 
Nanda can give the market 
something to cheer about 
while it is already in a party 
mood, he might even be able 
to raise some cheap money 
there to fix Escorts' debt 
problems. But, first, he has to 
show 'em the money. te 
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Risk Factors: - Mutual Fund investments are subject to market risks; there is no assurance that the Scheme's objectives will be achieved. + NAV of the Schemes 
Units can go up / down depending on factors & forces affecting securities markets. + Past performance of Sponsor / AMC / Fund does not indicate the scheme's 
future performance. + Kotak Opportunities is only the Scheme's name and does not indicate its quality, prospects or returns. Statutory: Kotak Mahindra Mutual 
Fund is a Trust (Indian Trusts Act, 1882). Investment Manager: Kotak Mahindra Asset Management Company Ltd. Sponsor: Kotak Mahindra Bank Ltd. (liability Rs. 
NIL). Trustee: Kotak Mahindra Trustee Company Ltd. Before investing, please read the Offer Document. 


p 








POLITICS 


Too old to rock'n'roll, 
too myopic to quit 


The turf battles among BJP leaders past their prime 
are preventing the party from taking on the UPA 





TRIBHUWAN SHARMA 





Vajpayee (L) & Advani: Isn't it time they oversaw generational change in leadership 


HE BJP is lurching from cri- 

sis to crisis. Nothing better 

illustrates this present state 

of disarray than the recent 

fiasco over party veteran 

Madan Lal Khurana’s short-lived expul- 

sion. Khurana, the seniormost leader in 

Delhi, was thrown out for publicly criti- 

cising the leadership of BJP president 

L.K. Advani in the wake of his laudatory 

remarks in Pakistan about Mohammed 

Ali Jinnah. The expulsion was widely 

seen as a bid by Advani to reassert his 
clout and stem growing dissidence. 

Unfortunately for the party presi- 


. dent, the expulsion backfired with for- 


mer Prime Minister Atal Behari Vaj- 


- payee admonishing him for not giving 


Khurana enough time to defend him- 
self. This in turn encouraged other Ad- 
vani baiters — senior leaders like Murli 
Manohar Joshi and Yashwant Sinha — 
to criticise the party president. The dog- 
fight was ultimately defused by a hasti- 
ly-struck compromise in which the 
bickering leaders had to eat their words. 

First Vajpayee issued a clarification 
claiming that he had close and friendly 
relations with Advani. Then, Khurana 








expressed regret for his remarks. In re- 


turn, expulsion orders on him were re- | 
voked and the Delhi BJP strongman was | 


readmitted into the party. 


While the flip-flop by various BJP | 
stalwarts has momentarily eased the | 
crisis, the controversy, coming as it does | 
in the wake of a series of skirmishes | 


within the party, has further dented its 
credibility. The biggest loser appears to 
be Advani, whose authority has been 
badly eroded in the past few months. In 


DINESH KRISHNAN 





fact, barely a day after the conciliation | 
with Khurana, the latter asserted that he | 


from party state legislators. At least six of 
them have already resigned from official 
positions and a determined campaign 
led by Modi's arch-rival and former 
chief minister Keshubhai Patel is on to 
oust the chief minister. Interestingly, 
with Advani and Modi backing each 
other, dissidents against the two leaders 
have joined hands. 

Much ofthe BJP’s current woes stem 
from the dubious role played by its 
mentor Rashtriya Swayamsevak Sangh 
(RSS). The Sangh, which earlier func- 
tioned as a higher court of appeal to re- 
solve conflicts within the party has in re- 
cent years increasingly interfered in 
BJP's day-to-day affairs. The moves 
against both Advani and Modi are be- 
lieved to have the tacit support of pow- 
erful sections ofthe RSS leadership. Not 
surprisingly, the Sangh is no longer ca- 
pable of wielding the required moral au- 
thority to impose discipline in the BJP. 

There is also the failure of the BJP to 
smoothly facilitate the takeover of the 
party by a younger generation of lead- 
ers. Vajpayee, Advani, Khurana, Joshi 
anda host of leaders in the forefront now 
are past their political prime and should 
really be seeking retirement from active 
politics, encouraging a generational 
change in leadership. But none of them 
seem ready to pack their bags and are 
fighting turf battles among themselves. 

Laments a young BJP Member of 
Parliament: "We used to look up to these 
senior leaders for guidance. But now 
they have become an impediment to 
the party moving forward.” 

Internal dissidence, the leadership 
question and interference by the RSS 
are bound to cast their shadow on the 
BJP national executive meeting in 
Chennai. The meeting, which had to be 


had not apologised but had merely ex- | postponed from July because of the 


pressed his regret. It is also an open se- 
cret that several senior 
party leaders continue 
to conspire against Ad- 
vanis leadership. 

The other BJP leader 
in trouble is Gujarat's 
controversial chief min- 
ister Narendra Modi, 
who is facing yet an- 
other bout of dissidence 


Madan Lal Khurana: In 
the eye of the storm 
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controversy over Advani's remarks 
about Jinnah, is sup- 
posed to lay down party 
strategy on how to effec- 
tively oppose the UPA 
government. 

But given the pre- 
sent disturbed state of 
the BJP, the proposed 
strategy session could 
well be disrupted by the 
domestic storms blow- 
ing through the party. Bl 
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determined by the size of India’s trade in 
that particular currency. 

Movements in the REER index are 
affected not only by the way these cur- 
rencies move, but also by the changes 
in the inflation rate in each trading part- 
ner relative to India’s. In a speech in Sin- 

gapore last week, Reddy said 


REAL EFFECTIVE EXCHANGE RATE 


. RBI brings renminbi, 
HK$ into key measure 





HE Reserve Bank of In- that the RBI would include the 
dia governor Y.V. Reddy THE CHANGED BASKET Chinese renminbi and the Hong 
last week announced a Existing: Kong dollar in the basket. Trade 
long overdue change in US DOLLAR with China (including Hong 


* 7 the way the central bank calcu- Kong) accounts for 9 per cent of 


UK POUND 


*./ rate’ (or REER) index — a keyin- 
—, dicator of India's trade competi- 


\/ of India’s links with Asia by in- 
.—, cluding trade with China and 


lates the 'real effective exchange 


tiveness. 
The central bank has finally 
acknowledged the importance 


Hong Kongas a factor when it calculates 


~~, the REER index. In effect, it means that 


movements in the US dollar will now 


. havea much greater impact on India's 


competitiveness as measured by the 
REER. That is because both the Chinese 
renminbi and the Hong Kong dollar are 


V pegged to the US dollar. 


The REER is important also because 


| . itisone ofthe major factors that the RBI 





looks at to decide whether India's cur- 


rency is overvalued with respect to 
those of its major trading partners. 
REER is an index that consists of a 
basket of currencies of Indias major 
trading partners — until now the US, the 
UK, Japan and the European Union. To- 
gether, the four accounted for 44 per 
cent of Indias foreign trade. The impor- 
tance of each currency in the REER is 





AHINDRA-British Telecom 

(MBT) has drawn up an ex- 

pansion plan that will re- 
quire an outlay of $100 million (about 
Rs 440 crore) over three years. The 
company, which has been operating 
mainly out of Mumbai and Pune, ex- 
pects to set up bases in the northern, 
Southern and eastern regions too. 
Hence, it is evaluating cities like 
Kolkata, Bangalore, Chennai, Chandi- 
garh, Noida and Gurgaon. 

Says C.P. Gumani, president 
(international operations), MBT: “Cus- 
tomers have been sensitive to the 
deluge in Mumbai. Our third develop- 
ment centre in Kolkata will be func- 
tional by late October 2005. For the 
fourth one we are evaluating two 
cities in the North.” 

At present, MBT is in talks with 
the West Bengal government for 
‘economic considerations’ before it 
takes a decision on investing there. 


MAHINDRA BRITISH TELECOM 


Geared up 
to go national 


Bangalore is also being considered. 

Last week, the company said it 
would build a 50-acre campus type 
facility in the Hinjewadi special eco- 
nomic zone in Pune. It will be the 
first facility of its kind to be built by 
MBT. To be called MBT Technology 
Center, it will house 7,000 software 
engineers. Half the area will be used 
to build apartments, a club and 
parks. The self-contained unit will 
also have conference rooms, training 
centres, food courts, a gymnasium 
and a sports complex. The company 
expects that the supporting infra- 
structure will help it attract more tal- 
ent to the region. 

MBT also plans to grow its BPO 
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Indias total trade. 

Ajit Ranade, economist with 
the Aditya Birla Group, points 
out that the older method had 
weaknesses. "The central bank 
hadn't updated the base year of 
1993-94 when calculating the in- 
dex. It had also not included the 
importance of services in our overall 
trade." However, he says that the 
changes announced by the RBI would 
have only a small impact on the REER 
index. Interestingly, the index currently 
shows that the rupee is overvalued 
against currencies of India's major trad- 
ing partners by as much as 9 per cent — 
something which is unprecedented. Bi 
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THE PLAN 
CXS $100 million 
3 years 


ILE TUES Kolkata, Chennai, 
ALOCO Noida, Gurgaon, 
for Bangalore and 
expansion Chandigarh 


OETH BPO 















business. It has tested the waters 
with a 500-person technical support 
desk. “Trends indicate that some of 
the customers are looking at an uni- 
fied offering,” says Gurnani. The ser- 
vice, however, will be offered as a 
complementary feature rather than 
stand alone. At present, MBT is work- 
ing on four pilots for clients in the 
telecom sector. ie 
NELSON VINOD MOSES 
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IN the last four years, most 
multinational pharmaceu- 
tical companies have revi- 
sed their India strategies. 
For the $21.4-billion Astra- 
Zeneca, India is important 
not only as a market, but 
also as a research base. An- 
drew Howden, regional 
vice-president  (Asia-Pa- 
cific), AstraZeneca, oversees 
the world's most exciting 
growth markets: India and 
China. He speaks with BW's 
Gina S. Krishnan in an ex- 
clusive interview. Excerpts: 


m How does AstraZeneca 
see India and China? 

Both the markets are grow- 
ing. Even Korea, Thailand 
and Taiwan are growing at 
30 per cent. In India, As- 
traZeneca is growing at 20 
per cent, faster than any 
other MNC. As a market 
[for AstraZeneca] China is 
growing faster than India, 
but then we have been in 
China for far longer. In In- 
dia, the defining wave for 
MNC pharma will begin in 
- 2009. Any investment in 
India is part of the global 
game plan. How India 


pans out as a market will not define in- | 


vestments here. The India and China 
advantage is too exciting to be dis- 


counted. An investment [in these two | 


markets] is based on its global use. Geo- 
graphies are the blockbusters now, not 
pharma products. 


E How are strategic decisions about 
India and China taken? 

India and China are both [part of] long- 
term market plans. We look at all emerg- 
ing opportunities in the two countries, 
and not necessarily as a market. 

We have been in China for 20 years 
and in India for about 10 years in some 
way or the other. We have invested $120 
million in China, mainly in a factory that 
makes bulk [drugs], active pharmaceu- 
tical ingredients (APIs), etc., mostly for 
the Chinese market. It is only now that 


the exports have started. China is get- | 


ting us returns already. 
In India, on the other hand, we have 
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invested in drug discovery R&D. Last 
year, a delegation from Sweden visited 


India and wondered if R&D should | 


move out of Sweden ifthe Bangalore lab 
did well. In fact, the latter is the largest 


lab working on tuberculosis anywhere. | 


Besides, we have invested $11 million in 
research on process discovery. 


a Are the two equal as far as clinical 
trial opportunities are concerned? 

Both offer great opportunities, but get- 
ting regulatory approval for clinical re- 


search in China can take up to two years. | 


That delays the process and time is a 
critical factor for clinical trials. In India, 
approval can come within a year. As far 
as infrastructure is concerned, China 
and India have a lot of similarity. Some 
hospitals in China, like in India, follow 
the Western system of medicine and 


have the best equipment. Their doctors | 


are trained in Western hospitals. India is 
more efficient in conducting trials after 
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eastern Europe. The other 
two destinations are South 
Africa and China. In India, 
we are conducting global 
trials under our own super- 
vision as well as through 
[clinical research organisa- 
tion] Quintiles. By end of 
next year, the division that 
looks at clinical trials will 
have over 100 members. 
We also look at India 
from the point of view of 
what it may contribute to 
the company globally. In- 
dia is critical in informa- 
tion technology, manufac- 
turing and research. The IT 
team has saved $100 mil- 
lion for the company. We 
are also identifying places 
for sourcing API in India. 


m What kind of invest- 
ments are you making in 
R&D in India and China? 

In China, although we do 
not have a dedicated R&D 
centre, we have invested in 
interesting projects and 
companies, both private 
and state-owned. In India, 
besides the R&D lab, we are 
doing collaborative work 
on a hypertension mole- 
cule with Torrent. 


& Will price control affect introduction 
of products? 

No. We will introduce new and patented 
products in India. With patented prod- 
ucts, we'll [neither] price ourselves out 
ofthe market, nor will price control stop 
us. It is said there is no price control 
mechanism for patented drugs in the 
world. There is no formula which works. 
Companies have to look at affordability 
and then agree on pricing. 


m Are you looking at biologics and plant 
products from traditional medicine? 
Most pharma companies have already 
been through Chinese medicine and 
run them through high-wired comput- 
ers. In our Queensland lab we are study- 
ing the sponges from the Great Barrier 
Reef and lichens from rain forests to 
identify molecules which may work on 
hypertension or cancer. iei 
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Reverse book-building offer 

made to the public shareholders 
of Vickers Systems International 
Limited by Eaton Hydraulics Inc. 


Open offer made to the public 
shareholders of Sintex Industries | 
Limited by Lightwood Investment _ 
Lid, an affiliate of Warburg Pincus fa 
LLC, following the investment 
through preferential allotment 


Open offer made to the pu 
shareholders of Blue Da 
Express Ltd. by DHL Expre 
(Singapore) Pte Ltd. anc 
Deutsche Post AG 









2005 


Manager to the reverse book-building offer 
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Manager to the open offer 
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Manager to the open offer 
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Hights issue of equity shares by 
Electrolux Kelvinator Limited 
and advising on re-capitalization 

m. strategy 


| | Rights issue of Redeemable 
| Optionally Convertible Preference 
.. Shares to shareholders of United 
Breweries Limited 


Delisting offer made by AB 
Electrolux to the public 
shareholders of Electrolux 
Kelvinator Limited pursuant t 
the rights issue of equity shar 
by Electrolux Kelvinator Limite 
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Sole Lead Manager to rights issue 
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Open offer to public E Open offer made to the public 
Shareholders of Abbott Labs Wc shareholders of Aventis 
{india} Limited by Pharmacia | _ CropScience India Limited by 
.- . Corporation, USA EE Bayer CropScience AG, Germany 
| . following acquisition of the global 
CropScience business from 
Aventis and Schering 


2002 


Manager to the open offer 
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. . Open offerto the public 
shareholders of Chemplast - 
Sanmar Limited by the — 
promoters, The Sanmar Group 
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THE UB GROUP 












Strategic partnership with and 
investment of 37.5% stake in 
United Breweries Limited by, 
Scottish and NewCastle Pic. 


ri / Divestment of Balsara Home 
oP oducts Ltd., Balsara Hygiene 

cs. Products Ltd. & - 
"Besta Cosmetics Ltd. te Dabur 
. India Lid. 





Acquisition of 68.21% stakein à 
Blue Dari t Express Ltd. by [od 
Express (Singapore) Pte 
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DPI TERMINALS 


Successful bid assistance to Bharti Tele-Ventures T 
Dubai Ports International for 
International Container 


Transshipment Terminal at Cochin T E 


Acquisition of 74% oti Media 
Content and Communication 
Services (1) Pvt Lid. by the ABP 

JA Group 


-Acquisition o of Hexacom india Lk E. 


2005 


Exclusive financial advisor to 
Dubai Ports international 


2004. 
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Exch lusive. financial advisor to e ; 
Bharti Tele-Ventures Ltd. 





eked financial advisor to the 
ABP Group 
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Acquisition of 25.1% stake in Sabre Capital Worldwide Inc. Co Promotion and 


Balaji Telefilms Ltd. by Asian Phased Transition 
Broadcasting FZ-LLC Strategic investment into of Protinex to EAC 
Centurion Bank Limited 
2004 2003 


Exclusive financial advisor to 
Sabre Capital Worldwide Inc. 
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Exclusive financial advisor to 
Balaji Tetefilms Ltd. 
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Digital difference 


HAT will DTH (direct-to-home) mean for Indian broadcasting? First, the 

relief of not having to deal with the cable operator's whims. Second, 
great quality of picture and sound. | spent a week looking at FOXTEL Digital ser- 
vices and speaking with its technical guys and top management in Sydney and 
Melbourne. (FOXTEL is a 50:25:25 venture between state-owned telecom op- 
erator Telstra, Kerry Packer's PBL, and News Corporation.) Executive director 
Patrick Delany said his team was surprised that in a mature market like Aus- 
tralia — DTH service started here one-and-a-half years ago — what consumers 
responded to most was picture and sound quality, instead of the ability to pick 
and choose a channel. Interestingly, the same factors had made a difference 
to one of News Corp.'s most successful operations, the British BSkyB. 


w 





SPACE TV: Besides England and Australia, the $22- 
billion News Corporation owns digital TV platforms or 
DTH operations with various partners in Italy (Sky 
Italia), Brazil (Sky Brasil) and the US (DIRECTV), 
among other countries. Now it is getting ready to 
launch a service in India through Space TV, an 80:20 
joint venture between the Tatas and News Corpora- 
tion subsidiary Star Group. While Space TV is bor- 
rowing heavily on the technical expertise of its sister 
companies, CEO Vikram Kaushik reckons that Aus- 
tralia is the closest market to look at in terms of con- 
sumer feedback. That is because FOXTEL Digital was 
launched only last year, making it one of the 
youngest such operation in the News Corporation 
system. The other reason is that the regulatory envi- 
ronment in Australia is just as cussed and Silly as the Indian one. For instance, 
FOXTEL cannot buy sports rights, which are reserved for free-to-air broadcast- 
ers, while Indian DTH operators would not be able to create their own content. 





CHOICE TO THE FORE: With a bit of luck, the regulatory issues will get sorted 
out and Indian consumers will finally have choice. They got their first taste of it 
when private broadcasting took off and dozens of channels sprung up. But 
even now, what they watch is dictated largely by what cable operators choose 
to show. DTH should usher in the second phase of the growth of broadcasting 
by letting consumers choose among platforms over which they can get their 
television. Zee’s Dish TV and Doordarshan’s DD Direct are here. Reliance, Sun 
TV and Space TV are formulating their launch plans. When they take off, cable 
operators would be forced to pull up their socks, maybe even drop prices. So 
smile all ye hassled TV viewers, the fun should begin any day now. (For more on 
what DTH could do, watch out for future issues of this magazine.) 


THE SHRINE: Besides taking a peek into the future, | also walked on the hal- 
lowed Melbourne Cricket Ground (MCG). A Don Bradman statue and a Douglas 
Jardine photo is enough to remind you that once upon a time, cricket was more 
than just another job. n 
VANITA KOHLI-KHANDEKAR was in Australia as an invitee of Space TV India 
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TECHNOLOGY 





On the cutting edge 


Electronics major Philips showcased a handful of interesting new products and technologies at the IFA, 
the world’s largest consumer electronics trade fair, held in Berlin during September 2-7. While some are 
yet to be launched, a few are already in some key markets in western Europe and America. The com- 


pany says the products are in tune with its global ‘Sense and Sim 
technology “that gets the job done rather than drawing attention 


Wireless Music Centre 


HE Wireless Music Centre _ 
(bottom) is made up ofa base 
player and up to five compact 
satellite stations connected through 
Wi-Fi. The stations can be placed in 
different rooms in the house. 

The player has three modes. the 
first is‘My Room My Music’. In this, 
each audio station can receive and 
broadcast a different song from the 
same base player. This allows differ- 
ent members ofa family to listen to 
the music of their choice in their own 
rooms, but they do not have to use 
different players. 

The second is the ‘Music Follows 
Me’ mode. In this, the music can ac- 
tually follow the listener from room 
to room. So ifa person is moving 
from the living room to the kitchen, 
all one has to dois press a button and 
the music stops in the living room 
and starts in the kitchen at exactly the 
same place. 

The third is the ‘Music Broadcast’ 
mode, in which each audio station 
plays the same song and provides a 
surround sound effect that’s ideal for 
parties. Besides, the player can store 
the equivalent of 750 CDs of music in 
MP3 files on its 40 GB hard disk. The 
price ofa set for two-rooms (that's 











one player and one audio station) is 
approximately $999 (Rs 43,000) in the 





| US. Coming up on the launch agenda 
are the major markets in 
Europe. H 


= 


Blu-ray Disc 


Blu-ray Disc 


HILIPS and some of the world’s 
P largest consumer electronics, 

gaming, IT and music compa- 
nies and studios believe that this will 
be the next hot thing after DVDs. The 
Blu-ray disc format has a storage ca- 
pacity of 50 GB ofhigh-definition 
content with a single layer holding up 
to 25GB of data. This is six times the 
capacity ofa DVD. And the expecta- 


| tionis that the advent of high-defini- 


tion (HD) TV will create demand to 
record and save HDTV content. 


| Philips and over 140 other companies 


in industries men- 
tioned above have 
come together to form 
the Blu-ray Disc Asso- 
ciation for promoting 
and developing busi- 
ness opportunities for 
the format in storage 
of movies, games, pho- 
tos and other digital 
content. These include 
Sony, Pioneer, Sam- 
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| interface that 


plicity’ philosophy, which promises 
to itself". BW checks them out. 


sung, Sharp, TDK, Hewlett-Packard, 
Walt Disney Pictures and Twentieth 


| Century Fox. 


A dogfight has already broken out 
between these and players led by 
Toshiba of Japan, which has its own 
next generation optical storage for- 
mat — the HD-DVD. Its capacity is 
less than the Blu-ray disc, but the gap 
is not significant. (A Blu-ray dual 
layer disc has 50 GB space. A triple- 
layer HD-DVD has about 45 GB.) 
Support from large Hollywood stu- 
dios — which can sway the vote — is 
currently almost evenly spread be- 
tween the two sides. But the Blu-ray 
group thinks studios will not be able 
to ignore the vast number of Blu-ray 
slots in personal computers and 
Playstations of association members 
like HP and Sony. Blu-ray will be for- 
mally launched early nextyear. mi 


Cordless Home Videophone 


calls through 

a broadband 
Internet 
connection. It has 
an interesting 
picture-in-picture 





allows the two 
sides to view each other while they 


| speak thanks to a video camera in 


the phone. It can be connected to a 
television set and also has a hands- 
free speaker. Philips will launch this 
in Europe later this year and through 
2006 in tie-up with telecom service 
providers. The phone cannot be used 
to make GSM calls. u 


| RE overge boxes, ad panel drives and even in the actuators that rotate the cameras. 
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High-definition TV 
IGH-DEFINITION 
television (HDTV) 
uses technology that 

essentially promises great 

quality images that are far, far 

sharper, and clearer than stan- 

dard TV. Relying on the 'Seeing 
is Believing’ maxim, Philips 
showed off its latest range of 

HD-ready televisions and HDTV set-top boxes at the 
IFA. (HD-ready screens have a physical resolution of at 
least 720 lines and a 16:9 widescreen format.) Of course, 
for best results, the content has also to be shot and 
broadcast in HD. 

HDTV can be best appreciated in programming 
where clarity makes a difference — like movies, sports 
and nature shows. Philips will time the rolling out of 
HDTV in Europe with the 2006 FIFA World Cup, of which 
itis an official sponsor. It has partnered C ;'ermany's 
largest pay-television broadcaster, Premiere, which will 
belaunching three pay-TV HD channels for films, docu- 
mentaries and sports (this last one in tie-up with Philips) 
in November this year. 

GAURI KAMATH attended the IFA as an invitee of Philips 
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DILEEP PRAKASH 


ASTON Martin, famous for making the cars driven by British 
secret agent James Bond in films, is planning to sell in India. 
While it is yet to decide whether to set up its retailing on its own 
or in partnership with an Indian company, it has decided to 
bring in its full range of vehicles — V8 Vantage, DB9 and V12 
Vanquish S. Likely to be priced in the Rs 1 crore-3 crore range, 
they will be available about a year from now. Thomas Kastgen, 
CEO, Middle East Aston Martin, will be looking after the Indian 
operations. He is no newcomer to luxury cars, having spent a 
substantial part of his career with Audi. In a quick chat with 
BW' Abhijit Mitra, he talks about global trends, the cars and 
the company. Excerpts. 


g Historically, big rises in fuel prices have killed off powerful 
cars. Between January and August this year, oil prices have 
doubled. What will the effect be on Aston Martin? 

Aston Martin will not be affected. Our cars are usually the third 
or fourth cars for a person. They are used for pleasure and not 
on a regular basis. 


[4 Does it help to be a part of the Ford group? 

Yes. We can do with lower investments as we can use develop- 
ment and other facilities of the group companies. Astons also 
use some Ford parts, although you will never see them. They 
lower costs nonetheless. 


Ks How many cars do you make in a year and what is the num- 
ber you expect to sell in the Middle East including India? 

We make about 5,000 cars a year. Of those, we sell around 100 
a year in the Middle East, mainly in Saudi Arabia, Qatar and 
the United Arab Emirates. We expect to sell about 20 cars a 
yearin India, mostly the V8 Vantage model. 


vi Ditip Chhabria prototyped an Aston Martin. Are you getting 
similar jobs done by him or other Indian companies? 
Not that I know of. 
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BIRLA TOP 100 FUND 


(An open-ended Growth Scheme) 
It pays to have the big boys on your side. 
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Large cap stocks provide stability, solidity and sustainable performance while 


playing a vital role in driving the markets. Birla Top 100 Fund seeks to invest Birla Sun Life 
predominantly in a diversified portfolio of large cap stocks, thereby, aiming to provide Mutual Fund 
long-term growth of capital to investors. So invest in Birla Top 100 Fund. Play big. The name inspires trust 


*No entry load on investments through SIP where each installment is less than or equal to Rs. 10 lacs. Exit Load equivalent to woived 
entry load will be charged if redeemed/switched out within 365 days from date of allotment. 





Statutory Details: Constitution: Birla Mutual Fund (BMF) has been set up as a Trust under the Indian Trust Act, 1882. 
Sponsors: Sun Life (India) AMC Investments Inc. and Birla Global Finance Ltd. (liability restricted to seed corpus of Rs. 1 Lac) 
Trustee: Birla Sun Life Trustee Company Pvt. Ltd. Investment Manager: Birla Sun Life Asset Management Company Ltd. 
Scheme Objective: Birla Top 100 Fund seeks to provide medium to long-term capital appreciation, by investing predominantly 
in a diversified portfolio of equity and equity related securities of top 100 companies as measured by market capitalization. 
Asset Allocation Pattern: Equity and Equity related Securities: 8096 - 10096 (of which, Top 100 Market Cap Companies: 65% - 
100% and Other Companies: 0% - 35%) and Money Market Instruments: 0% - 20%. Load Structure: Entry Load: 2.25% for 
each Purchase/ Switch-in of units less than Rs. 5 crores in value; Nil for each Purchase/switch-in of units, equal to or greater 
than Rs. 5 crores in value. Exit Load: 196 for any redemption / switch-out of units within 6 months from the date of allotment. 
Liquidity: The Scheme will offer subscriptions & redemptions on all business days after reopening. Risk Factors: Mutual 
Funds and securities investments are subject to market risks and there can be no assurance or guarantee that the objectives of 
the Scheme will be achieved. As with any investment in securities, the NAV of the Units issued under the Scheme may go up or 
down depending on the various factors and forces affecting capital markets and money markets. Past performance 
of the Sponsor / Investment Manager / Mutual Fund does not indicate the future performance of the Scheme and may not 
necessarily provide a basis of comparison with other investments. Birla Top 100 Fund is the name of the Scheme and does not, 
in any manner, indicate either the quality of the Scheme, its future prospects or returns. Investors should study the 
Offer Document carefully before investing. Unitholders in the scheme are not being offered any guaranteed/assured returns. 
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STOCKMARKETS 





The global investor’s risk appetite 


has increased in recent times. 
What does it portend for the 
Indian stockmarkets? 


RACHNA MONGA 





HAT perennially optimistic 

man, Rakesh Jhunjhunwala, 

has been saying for quite 

some time now that India’s 

equity markets are in the 
midst of a structural and secular bull 
run. He had stuck his neck out when the 
benchmark Sensex was around 6,500 
and predicted that it would cross 25,000 
by 2009. He reiterated that when we met 
him last week. By then, the Sensex had 
already covered some more ground in a 
few frenetic weeks. It crossed the magic 
8,000 level on 8 September. Will it go the 
full distance? 

Jhunjhunwala bases his long-term 
outlook on the assumption that Indian 
companies will be able to consistently 
deliver 20 per cent annualised earnings 
growth for the next four years. This 
seems a modest figure when compared 
to their recent record. Another major 








equity 








investor 
does some quick cal- | 
culations to back this view. | 


He says if the economy grows at 7 | 


per cent a year and inflation averages 5 
per cent, then most companies are as- 
sured of a 12 per cent growth in sales. 


The better companies will grow at a | 


faster rate (around 15 per cent) and | 


manage their costs well enough to have 


an even faster growth in profits. So a 20 | 


per cent annual growth in earnings is 
no pie in the sky. 





Even those who predict more im- | 
mediate trends are bullish. The foreign | 


brokerage houses, which had put out 





fairly bearish research reports in June, | 


have revised their stance. When the 
Sensex was at 7800, C.K. Narayan, vice- 
president of ICICI Securities, had told 
Businessworld that the Sensex would 
touch 8100 in a month's time. At the 
time of writing the story, the Sensex has 
gained 2.41 per cent in just three trad- 
ing sessions. And, now at the 8193 level, 


his technical indicators foresee another | 
250-point rally by the third week of | 


29 
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September. 

The current mo- 
mentum in stock 
prices is undeniable. 
But the issue is per- 

haps not as clear-cut as 

it seems — especially over 

a slightly longer term. As 
BWhad written a few weeks 
ago, earnings fatigue is a visi- 

ble phenomenon now. Corpo- 
rate profits are not growing as fast 
as before. The operating profit 
growth of the 30 companies in the 
Sensex has come down from 10 per 


| centin the March quarter to -6 per cent 


in the June quarter. And for the larger 


| group of BSE 200 stocks, the growth has 


come down from 10 per cent to 6 per 


, cent. This is an advance warning that 


higher input costs are hurting. 

And there are other, more immedi- 
ate, and global, worries too. The global 
surge in the stock prices comes despite 
asharp rise in the price ofthe most cru- 
cial commodity in the modern econ- 
omy — crude oil. Higher fuel prices can 
lead to economic growth and inflation 
projections going haywire. Each previ- 
ous oil shock had toppled global equity 
prices. The markets have held their 
ground this time around, but for how 
long? Some sceptics are already calling 
it an overpriced market. 

So why are investors piling into the 
equity markets despite higher risks in 
the global economy? The current syn- 
chronised boom in asset prices the 
world overis partly because ofthe sea of 
liquidity that has been released into the 
global economy since 2001. The in- 
vestors who are managing this excess 
liquidity seem to be quite comfortable 
buying expensive assets. Or, in other 
words, they are more comfortable with 
risk than ever before. Why? 

This is definitely a question worth 
asking and one, we would add, that has 
been inadequately analysed in India. 
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WAGES OF RISK | 
: Fundamentals and returns in emerging Asian markets 
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pled with higher productivity growth, | 
have propelled asset prices higher.” 
Therefore, it's not difficult to under- | 
stand why smart money from the de- 
veloped markets is chasing emerging 
market assets. "The risk appetite for 
emerging markets has certainly gone 
up as is evident from the contraction in | 
spreads between emerging market and 
developed market bond yields over the | 
past few years," explains an adviser to a | 
| 

| 


Risk tolerance could help explain the 
paradox of higher equity prices in the 
middle of a global oil shock. Investors 
balance risks and returns. They de- 
. mand higher returns for higher risk. 
_ The question that is troubling financial | 
^. economists right now is whether in- 
. vestors today are more comfortable 
-with risk than before and hence are less 
*: demanding about returns. 

Is this what explains high equity 

-> prices in a risky global economy? 
B In a recent speech where he looked 
back on his 18 years as the world's most 
-. influential central banker, US Federal 
.. Reserve chairman Alan Greenspan 
~~ touched on this issue. His remarks deal 
<> with the American financial markets, 
- but are just as applicable to other mar- 
^. kets. Greenspan says that risk appetite 
<= has increased in recent years and hence | 
investors are quite prepared to buy as- | 
sets at higher prices. | Among the Asian emerging markets, 
.. He points out that since the mid | this has been particularly true for India. 
1990s, American households have seen | A Morgan Stanley strategy report writ- 
| 








UK-based hedge fund. These "credit 
spreads" between government and cor- 
porate bonds are now at abnormally 
low levels. 

And as interest rates have also fallen 
over the years, the premium expected 
for the equity returns has also come 
down. In other words, equity investors 
have been willing to accept lower pre- 
miums over the minimum risk-free rate 
of return as implied by bond yields. 















steep rise in their networth-to-income | ten by Ridham Desai and Kuleen Tanna 
itio. This dipped during the dotcom | points out that equity risk premium for | 
bust, but has rebounded since. Thisex- | India is as low as 3.2 per cent (based on | 
cess wealth in their hands has encour- | 10.2 per cent long-term return on equi- | 
aged them to accept “increasingly lower | ties and current bond yield of 7 per | 
levels of compensation for risk", Says | cent) and signifies “high levels of risk | 
love”. Is this low level of equity risk pre- | 
mium sustainable? That, and not earn- | 
ings growth alone, may help us under- | 


Greenspan. “The lowered risk premi- 
ums — the apparent consequence of a 
long period economic stability — cou- 
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stand the future of stock prices a little 
better. 

Till the time the risk appetite of 
global investors is on a high, emerging 
markets may continue to be flush with 
liquidity. And this year, according to es- 
timates put out by the Institute of Inter- 
national Finance in March 2005, 
emerging markets may get inflows of 
$311 billion — which would be the sec- 
ond highest level touched in the past 20 
years. And Asia-Pacific could absorb al- 
most 43 per cent of these inflows. 

Nonetheless, what has been chas- 
ing this growth is the host of new for- 
eign investors from places like Sweden, 
Port of Spain and the Netherlands. 
Some of them had missed the bus ear- 
lier, and are now all the more eager to 
ride it. This is especially true of Japan- 
ese institutional investors, who have 
been moving money into India over the 
past few months (see ‘Yen For Yen’, BW, 
18 July 2005). 

Little wonder that nine months into 
this calendar year, 135 new FIIs have 


| registered with Sebi. And ofthe total $38 


billion invested by FIIs till date, nearly a 
fourth has comein this year itself. From 
the global perspective, India's eco- 
nomic growth and earnings growth 
prospects for 2005 still compare 
favourably with its Asian peers (see 
"Wages Of Risk’). 

The rise in equity prices is global. 
The Karachi Stock Exchange's index 
touched an all-time high just below 
8000 only a few days after the Mumbai 
market touched its high... 

The Korean markets, too, are at lev- 
els not seen in the past decade - the 
MSCI index for the country has gained 
29 percentthis year. But before we draw 
broad conclusions on emerging mar- 
kets from there, it would be sensible to 
note that the upturn comes at a time 
when the restructuring of the large Ko- 
rean chaebols — like Samsung, 
Hyundai and Daewoo — is paying off in 
terms of business growth. Also, unlike 
in India, the rally there has the support 
of domestic institutional investors. 

So, though India looks like a good 
bet, it would be good to remember that 
the prospects of any single market is to- 
day tied to the fortunes of the world 
economy as a whole. And the risk ap- 
petites of global institutional investors 
as well. a 
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INCE 2004, S.P Roy of Kavita Re- 
fractories has been having trou- 
ble getting coal for his plant 
near Asansol, West Bengal. That 
year, a court directive stopped 


the apportioning of coal for smaller, | 


non-core’ companies. So his only re- 
course was either the badly-adminis- 
tered open sales scheme, where a lim- 
ited amount of coal was sold by the 
government, or the black market. That 
was till March this year. Then the coun- 
try's first Web-based coal auction was 
launched by Coal India (CIL), Metals 
and Scrap Trading Corporation of India 
(MSTCI) and Bharat Coking Coal. 

Since then, all the nine subsidiaries 
of CIL have come aboard the e-auction 
platform. Two other auction sites, 
Coaljunction and CoalRX, have also 
come up. Between MSTCI and Coal- 
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junction, 5 million tonnes of coal have 
been sold on the e-channel. Among the 


buyers was Roy. He says he can now get | 


the kind of coal he wants, when he 


wants. Heartened by the success, the | 
Union coal ministry wants to increase | 


the amount of coal put out on e-auction 
from 10 million tonnes now to 20 mil- 
lion tonnes by the end ofthe year. 


t ade F3 


jm WIDENING CAP 


Coal Supply and demand 1 in India 








What moved the usually sedate coal 


ministry to such path-breaking action? 


the shortage even more acute. 


Over the past four years, coal de- | 


mand in the country has consistently 
outstripped supply (see ‘The Widening 
Gap’). While production has grown at 


2006- 07 P 





2 per cent annually, demand has grown | 


at 8 per cent a year in the last two years. | 
The shortfall has been felt most acutely | 
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by the country’s power sector, which ac- 
counts for 78 per cent of the demand. 
The sector, which depends on coal for 
more than half its production, lost 2,000 
MW of generation last year due to the 
shortage (see ‘Seeking Coal, Losing Gas’, 
BW, 22 August 2005). The top buyers of 
coal also include other core industries 
like steel, cement and fertiliser. 

The paradox is that our country is 


| blessed with abundant coal beneath the 
Its the growing shortage in coal supply | 
and the market anomalies that make | 
| are the fourth largest in the world. And 


ground. India's proven reserves (known 
to exist) of more than 91.6 billion tonnes 


with indicated (likely to be found) and 
inferred (should be found, according to 
geological data) reserves of another 154 
billion tonnes, the country should be 
sitting pretty on the supply side. But 
that's not the case. 

The reasons for this paradox are the 





The government’s efforts to ge f nore coal may end 
up changing the industry. But before that, a numbe 


of knots have to be untangled. 


uneven availability of different varieties 
of coal, the efficiency with which they 
are brought up on ground, and the polit- 


ical ennui that has bogged this nation- | 


alised sector for decades. 

According to the coal ministry, 24.1 
million tonnes of this year's total deficit 
of 41.6 million tonnes is going to be for 
coking coal, the variety needed for mak- 
ing steel. The country’s reserves of this 
variety are relatively low, at 32.1 billion 
tonnes. But the rest of the shortage is for 
thermal coal, of which the country has 
plentiful (213.6 billion tonnes). Here, 
the problem is of production capacities 
and efficiencies. 

Says Arun Kumar Jagatramka, man- 
aging director of Gujarat NRE Coke, an 
Ahmedabad-based company that owns 
stakes in three mines in Australia: "India 
is actually not a coal surplus country if 
we go by the relevant production figures 
— and that's what matters." 

If anything, the demand is going to 
rise sharply six years from now. Accord- 
ingto plans already sanctioned, by2011, 
the country is going to add fresh capaci- 
ties of 30,000 MW in power and 20 mil- 
lion tonnes in steel. 

Increasing efficiencies is easier said 
than done. M.K. Pandhe, president of 
CITU, the CPM-affiliated labour union, 
claims that CIUs machines are running 
at a utilisation level of 30 per cent. But 
CIL officials claim that the machines are 
running at over 85 per cent. PC. Parakh, 
Union coal secretary, effectively caps the 
argument. “No monopoly can be effi- 
cient," he says bluntly. 

But as demand grows, production 
will have to grow apace. For this, CIL will 
need fresh capital. The company has al- 
ready sunk close to Rs 10,000 crore in 
capital expenditure over the last decade 
to improve productivity — a drive that 
has managed to raise production by 
about 2 per cent a year over the last four 
years. But, clearly, that's not enough. 
Some CIL officials favour bringing down 
the company's bloated wage bill and ap- 
portion more funds for modernisation. 
CIL has actually managed to bring 





down the number of employees from | 
6.75 lakh to 4.68 lakh over the last six - 


years. But even at this level, the wage bill 
accounts for 45 per cent of the total 


costs. The officials would like to see this — 
at 35 per cent. But the unions oppose | 


that tooth and nail. 
The CIL officials also point out the 


restrictions in pricing the public sector - 


unit faces. CIL hasto sell itsoutputatthe — 
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notified price, which is fixed by the 
Union government. This price has tradi- 
tionally been lower than the markets.50 
CIL hasn't been able to capitalise on the — 
recent spurt in prices. By getting some: - 
of the middlemen’s commissio: ; 
rectly to the producer, the e-aut 
have helped to an extent. But th 
plan is to sell only about 6 per 
CIUs output through the new ch 
Process efficiencies at CIL are 
not helped by the widespread corrup- - 
tion. In June 2004, N.K. Sharma, then the - 
chairman and managing director of CIL, 
was suspended on corruption charges. 
Such charges have bedevilled the organ- 
isation’s rank and file for years now. us 
But not every problem of the sector 
can be explained away by the lack of effi. 
ciency at CIL. That's clear when: you. - 
consider that CIL actually better d its um 
production target of 314 million tonnes E 
last year by9 per cent. Surely, something ^. 
is grossly wrong with the planning. 
Now, more than 95 per cent of the 
country's coal is produced by CIL and 
its subsidiaries. These companies are 
under the purview of the Union coal 
ministry, which has been without à 
minister for over a year now, When 
Shibu Soren, the last of the five minis- 
ters who have headed the ministry in. ` 
the last five years, moved out, the Prime SUE 
Minister's Office (PMO) took chargeof 
the ministry. Some say that the in 
vention has speeded up things — 
example, the okay for the e-auction sy 
tem. But some of the larger issues have 
remained unaddressed. » 
By all counts, the need is fresh invest- 
ments and a dose of competition, Thats 
what the Coal Mines Nationalisation 
Amendment Bill 2000 seeks to address. 
The Bill, while amending the 1973 Act 
that nationalised the industry, plans to 
keep CIL under the Centre and allow pri- 
vate participation in new mines. i 
But successive governments have 
failed to pass the Bill. The United Front 
government first tried to introduce it in 
1997 and failed. The last time the Bill — 
found itself in Parliament was in 2001, 













































when the Standing Committee on En- 
ergy submitted its recommendations. 
This path, too, remains blocked by mili- 
tant opposition from the unions. 

“Privatisation is not a solution,” says 
Pandhe of CITU. Though saving the Bill 
is high on Parakh’s agenda, and it was 
even slated to be discussed at the last 
UPA Coordination Committee meeting, 
it just wasn't taken up. 

Hence, one has to find new ways of 
boosting production without upsetting 
the political balance at the Centre. In the 
next few months, the coal ministry is 
planning to do exactly that. 

The idea is to allow private participa- 
tion in captive mines. So far, captive 
mines given out to a few core sector 
users were supposed to be mined only 
by them. But coal mining was never their 
core competence. The ministry now 
wants to allow specialised mining com- 
panies to handle the mining operations 
at the captive units. The caveat is that the 
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coal has to be used by the allottee alone. 

The ministry, in fact, seems to be in a 
hurry to start this scheme. It wants to 
make use of the expediency that the 
PMOS oversight has brought about. But 
Parakh has been canny enough to check 
with the law ministry that the order 
wouldnt clash with any existing law. 

Parakh explains the need to get the 
private sector in. "The situation now is 
different from 1973, when the sector was 
nationalised. The private sector has the 
wherewithal and technology to make in- 
vestments in coal," he says. 

His ministry has recently picked 148 
blocks for captive mining, out of which 
84 have been allotted. These blocks have 
the potential to add 200 million tonnes 
of production annually at the peak ca- 
pacity. But it takes some five years to de- 
velop a virgin mine. So it will be some 
time before this coal can be added to the 
figure for regular production. 

But what if the block has far more 
coal than what the user re- 
quires? The ministry now 
wants to let companies 
apply for a block as a con- 
sortium, or through a 
leader-associate agree- 
ment. Here, too, the coal 
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Says Dr Pronab Sen, 
principal adviser to the 


"Unlike in the past, when 


Planning Commission: | 

















® Web-based coal auctions were tested in November 
2004. Since then, three agencies have started offering 
this service — Metal and Scrap Trading Corporation 
(since April), Coaljunction (from May) and CoalRX 
(just launched). 


© Till August, the e-auctions have sold 5 million tonnes 
.. (mt) of coal worth Rs 857 crore. The additional profits 
from these sales to Coal India and its subsidiaries 
amount to Rs 350 crore. 


® The Union coal ministry wants to increase the auction 
amount to 20 million tonnes this year, once the current 
quota of 10 million tonnes is exhausted. The target for 
the next year is 70-80 million tonnes. 


Notes: 1) Quantities in million tonnes and values in Rs crore. 2) MSTCI accounts 
for more than 8096 of coal sold through e-auctions till now. Source: MSTCI 


—1 
July 05 i Bur oec captive mines were given 
Aug'05 |. — 173.10 on the basis of fixed royal- 
= | Ci PROIN EE ties, this move will make 
Total 680.74 economic sense [for the 


companies]." 

Another vexing issue is 
linkages. While captive 
mines are leased out to 
end users, coal ‘linkages’ 
or assured supplies from a 
particular CIL block, are 
given by the coal ministry 
in conjunction with other, 
relevant ministries like 
railways, power or steel. 
Till 2001, over 7,000 units 
were granted coal link- 
ages. But the coal ministry 
has stopped giving fresh 
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Coal secretary P.C. Parakh maintains 
that no monopoly can be efficient 


linkages and the number has whittled 
down to about 2,700. This was to check 
the misuse of the allotted linkages. Some 
companies were selling the coal in the 
black market, and some were holding on 
to the allotment even when they had 
shut shop altogether. 

According to reports, the ministry is 
in favour of dropping linkages com- 
pletely, except for the power sector. This 
move can rock the boat severely. For 
now, the coal ministry has struck a mid- 
dle path by recommending linkages that 
will be converted into a binding fuel sup- 
ply arrangements with penalties on both 
sides for a default, unlike earlier. Another 
recommendation is to ensure that the 
linked consumers pick up at least 20 per 
cent of their need from the spot market. 

A small start has also been made in 
outsourcing mining operations by CIL 
itself. Three blocks under its subsidiary, 
Mahanadi Coalfields, have been chosen 
for private operations. 

CIL also wants to get coal from 
abroad. It has suggested the setting up of 
a special purpose vehicle called Coal In- 
dia Videsh, along the lines of ONGC 
Videsh. But the idea hasn't yet got the 
Central government's approval. CIL it- 
self has also started exploring opportu- 
nities in South Africa, Zimbabwe and 
Mozambique. 

Whether CIL manages to get coal 
from abroad or not, the desperate hunt 
itself is a strange predicament for a 
country that has the world's fourth high- 
est reserves of the commodity. Ww 
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HE battle for airwaves 

. has been on for well 

over a year, but it has 

intensified lately. Over 

m the last two weeks, 
communications minister 
Dayanidhi Maran has been 
flooded with a surfeit of pre- 
sentations and counter pre- 
sentations from the two 
camps warring over telecom 
spectrum. Both GSM players 
like Bharti and Hutch and 
CDMA players like Reliance 
and Tata Indicom are seeking 
more spectrum. 

To thrash it out, Maran 
has formed a joint working 

group with himself at the 

"chair and Ratan Tata, Anil 

'; Ambani, Sunil Mittal, A.K. 

Sinha of BSNL and officials 
of DoT who represent the 
two lobbies. 

Both sides are making 
it appear that the addi- 

. tional spectrum is an im- 

.perative to expand their 

^; voice-based businesses, but 

privately each lobby fears that if 
the other gets the extra spectrum 
first, it will swiftly launch 3G services 
(third generation mobile services that 

- enable high-speed downloads and 

<- video services). 

As things stand today, the GSM 
lobby fears this more than the CDMA 
one. But is this fight really worth the 
cause? The answer is perhaps not. 

For mobile operators in India, the 
launch of 3G services is crucial because 
it promises an increase in average rev- 
enues per user (ARPUS). Currently, the 
ARPU is at Rs 390. Traditionally, in tele- 

«. com, the top 20 per cent of the users 

- have accounted for 80 per cent of the 

"revenues. Going strictly by that logic, if 

. theusage of these subscribers increases 

- thanks to 3G, then the ARPU will head 

north. That is a positive signal for the fu- 

- ture. Operators will then bank on top- 

 endusersto latch onto 3G services. 

- However, the global 3G experience 











D. has been far from good. Almost a year: 







after full-blown 3G services were 
launched, there are only 45 million 3G 
users worldwide across 25 telecom net- 
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WHY 3G CAN WAIT 

@ Mobile operators would need 
to utilise spectrum efficiently 

@ india needs higher telecom 
penetration before launching 3G 
@ it will take a long time to take 
off as tariffs will initially be high 
@ 3G penetration unlikely to 
cross 1% of subscription base 
© 3G will not yield immediate 
returns; it could hit mobile 
operators’ profits 

@ Lack of exciting content 





The battle for 


spectrum between 
GSM and CDMA 
operators rages 
on. Is it worth the 
cause? 


works. That is just 2.36 per cent ofthe 1.9 
billion mobile subscribers worldwide. 
Vodafone, which has 154.8 million sub- 
scribers globally, has just 2.4 million 
3G subscribers. 

A London-based telecom analyst 
says 3G has been a big flop in Europe. It 
is expensive there because of the huge 
upfront payments that were made by 
operators when licences were auc- 
tioned. Vodafone offers a video calling 
service in the UK for Euro 0.80 (Rs 35) 
per minute. Compare that with the 50 
paise-per-minute for voice services in 
India. What are the chances that the av- 
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erage mobile user here will pay 
Rs35aminute justto see a caller? 
Next to nil. 

Telecom analysts assert that 
if 3G has to take off in India, 
then the tariffs will have to be 

substantially lower. That could 
be difficult, as operators will 
need to invest heavily in net- 
work infrastructure before 
launching 3G services. "They 
will also need to source high 
quality content, says S.C. 
Khanna, secretary-general, As- 
sociation of Unified Telecom 
Service Providers of India. 
Content for 3G entails a 
bouquet of services. According 
to industry experts, software 
engineers in Bangalore and 
Chennai can come up with 
dozens of applications centred 
on the Indian film industry at a 
short notice. The utilisation of 
such services has, however, 
been minimal, even in Eu- 
rope. So in a market like India, 
the fight for spectrum doesn't 
make sense if it is only for the 
launch of 3G services. 
The most optimistic industry 
forecasts suggest 1 per cent of 
the mobile subscriber base in India 
shifting to 3G in two years of starting op- 
erations. Among today’s 60 million mo- 
bile subscribers in India, that would 
come to a paltry 600,000. 
So it hardly makes sense for Indian 


mobile operators to fight over a tiny por- 


tion of the mobile subscriber base. On 
the contrary, analysts point out that the 
extra spectrum can contribute im- 
mensely towards better quality voice 
services and make it more cost-effec- 
tive. Itis an opportunity that mobile ser- 
vice providers will not want to miss. 

The GSM operators already fear that 
they would have to invest Rs 3,000 crore 
more on base stations if the CDMA op- 
erators bag additional spectrum. Obvi- 
ously, it is cheaper to get spectrum. But 
this would also require the government 
to convince the defence ministry to va- 
cate some spectrum. | 

The need today is to ensure that mo- 
bile operators work towards meeting 
the target of 200 million mobile sub- 
scribers by 2007-end. 3G can always fol- 
low that. m 
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"4 THEY ARE ON THE PROWL IN INDIA 
a € IBM is looking for its next big ticket 
Y acquisition. 6 EDS is on the verge of 

acquiring a Tier-II IT services firm. 

€ Computer Services Corporation is 

hunting for a suitable catch. 

Just how prepared are Indian IT ser- 

vices majors for this whole new game? 


By Snigdha Sengupta 

S. Ramadorai Nandan Nilekani Azim Premji 
CEO & MD, Tata CEO & MD, Chairman, 
Consultancy Services Infosys T Wipro Technologies 
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Yinviting TCS to come in as a primary vendor 
for its $2.2 billion outsourcing deal in Sep- 
tember this year, Dutch bank ABN Amro 
shattered the glass ceiling. Till the invitation 
came along, the hierarchy in the IT outsourc- 
ing world was rigid. The $1billion-plus deals 
were the exclusive preserve of the global "Big 





| Six” — IBM, Accenture, EDS, Affiliated Computer Services 
|. (ACS), Computer Sciences Corporation (CSC) and HP Ser- 
| vices. The Indian IT services majors weren't part of the big 
| boys’ club. They generally concentrated on the sub $10-mil- 
| lion application development deals. And they picked up low- 


value sub-contracting work on the big deals from the global 


| giants. But now, ABN Amro signalled that the Indian majors 


had graduated to the next level. 
Last week, TCS picked up a $260-million order straight 


| from ABN Amro, which split the $2.2-billion order between 


, multiple vendors. “The rules of the game have changed. Now 


everybody is invited to the (high) table," exults N. Chan- 


| drasekaran, executive vice-president in charge of TCS' global 








| 


FAGE 


operations. 

For the past couple of years, the Indian IT services majors 
have been working towards precisely this goal— to get clients 
to start inviting them to bid directly for the really big deals. 
They have added on to their front ends to get invited to the 
deals. They have hired top talent from global consultancies, 
picked up specialised consultancy firms, and worked at con- 
sciously increasing the breadth of their offerings. 

For the past two years, the Big Six have also been prepar- 

ing for this eventuality. That’s why they have been ramping 

up their offshore delivery centres in India to offer the same 

“India advantage” that a TCS or an Infosys Technologies 

has. By January next year, IBM, EDS and Accenture will 

have a combined Indian headcount of over 60,000. IBM 

alone has 20,000 employees in India already, which 

doesn't compare too badly with the Infosys headcount 

of 32,000 (figures for both companies include their 

BPO operations). And over the next 18 months, the 

Big Six plan to add even more heft to their India of- 

fices, through a combination of organic growth and 
big-ticket acquisitions. 

Over the next couple of years, the players from 
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the two sets will increasingly confront each otheras they chase 
the same clients for the same orders. And clash over the same 


centres (see ‘Workforce Ramp Ups). 


Of course, in many ways, it still seems an unequal compe- | 


tition. The biggest ofthe Indian majors, TCS, clocked revenues 
of $2.24 billion last year. No. 2 Infosys had revenues of $1.59 
billion. On the other hand, Accenture had revenues of $13.7 
billion, and EDS $20.7 billion. IBM closed with revenues of 


$96.3 billion last year (see ‘Revenues And Profits’). If Infosys | 


continued to grow at the 30 per cent it did last year, and Accen- 
ture’s revenues remained static, it would still take Indias most 


not standing still. It has grown at 11 per cent this quarter, 
though the previous year's growth had been almost flat. 
But as offshore delivery comes of age, sheer size no longer 


confers the advantages it used to. Which is exactly the reason | 


| THE PRIZE 


talent in India as both sides ramp up their offshore delivery | 









Global outsourcing pie — $700 billion 


Offshore slice of the pie — $94 billion 





India’s slice of the pie — $48 billion 





>: | All figures estimates for 2008 
admired company seven years to catch up. But Accenture is | 





the Big Six are taking the whole affair so seriously, and scaling | 


up their offshore development centres in India so rapidly. 

So which set of players has the advantage in the coming 
clash? Before we evaluate that, a look at what led the two sides 
to get into each other's turf. 


The Offshore Imperative 


The pressure to explore the offshore model gained promi- 


nence in 2002, following the recession in the US economy 


which forced huge cutbacks in IT spends of clients. “In the | 


past, onshore-centric vendors like Accenture and IBM would 
sub-contract a part of the overall pie to an Indian offshore 
vendor. But the slowdown changed that. Clients now 
wanted a higher offshore component to get bigger cost 
savings," says Sid Pai, partner, TPI India, a global IT out- 
sourcing consultant. Cost-conscious clients insisted that 
all possible work that could be offshored should be off- 
shored. And they also made sure that all the cost bene- 
fits were passed on directly to them. 

In the pre-2002 era, a global vendor would typi- 
cally offshore a part of the application development 
and maintenance (ADM) piece (usually requiring 
between 500-2,000 people) to an Indian vendor. 
But post-slowdown, because ofthe cost pressures, 
the offshore component of the orders shot up. 











Source: Nasscom and research reports 
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| Fromtheusual$1 million-10 million slice ofa $1-billion order, 
E the offshore component suddenly jumped to $20 million or 
B even $50 million routinely. And there were offshore contracts 
EX of the order of $100 million. According to Pai, the next couple 
B ofyears will also see a number of outsourcers restructu ring 
BE old contracts that were negotiated in the early 1990s. "These 
BI dealswillhavea higher component of offshore." Whereas only 
E aportion ofthe application development work used to be off- 
| shored earlier, practically all the ADM work is now being con- 
| sciously sent offshore. 
| — Atthe same time, there's a shift in the way IT outsourcing 
| contracts are being structured. Along with cost, customers are 
also looking for best-of-breed solutions and negotiating with 
ES vendors who can offer that. As the ABN deal illustrates, the in- 
BS frastructure management part and the applications develop- 
| ment part would now be outsourced to separate vendors, in 
B linewith their specific expertise. 
E Smaller-sized ADM deals have been the traditional sweet 
E spotforIndian companies. But over time, the deal sizes have 
B gotten bigger and the MNCs are beginning to feel the pinch. 
ES Little wonder then that Accenture has set up a separate busi- 
B nessdevelopment team, manned by recruits from some of the 
| leading Indian vendors, to drive sales of smaller, offshore 
2 q ADM deals. 


While ‘offshore’ also implies other low-cost destinations | 
p 


E like China, the Philippines and Eastern Europe, India is ex- 
| pected to be the pivot for any offshore strategy. Says Chan- 
| drasekaran: “No other low-cost destination has the potential 
E to offer the kind of scale along with thé quality of resources 
E. that India does." So over the next few months, the battle for the 
É best assets will be played out on college campuses and invest- 
ment banking deal-rooms. As the venues for the face-off keep 
alternating between the client's boardrooms and 
e offshore delivery base, Indian firms and the 
MN VCs will take turns at playing incumbents and 









dis TCS 
d The global Big Six have been ramping up their 

| offshore development capabilities on a war foot- 
E. ing Tocounter Indian IT's India-centric offshore 
E. sourcing proposition, they have been touting the 


Wipro 
*For year ended March 2005 
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advantages of their 'global offshore' sourcing 
strategy. Their proposition to clients is: we can 
offer you not only India development centres, 
but also others around the world. "The new ele- 
ment in global sourcing is new low-cost loca- 
tions in the world — China, Brazil, the Philip- 
pines, Japan, Eastern Europe, and maybe more 
in the future. India is part of this global network 
of low-cost locations," says Basilio Rueda, man- 
aging partner of Accentures global delivery net- 
work. The company's network of 40 delivery 
centres across the globe employs 35,000 people 
out of which 15,000 are in India. ^We plan to be 
50,000 next year," he says. 
EDS" ‘best shore’ strategy, a term patented by 
the company, is much on the same lines. Says 
Abhay Gupte, MD, EDS India: “Our clients are also 
spread out across geographies and have to be supported at 
multiple locations. There are low-cost and high-cost locations - 
in all geographies.” Globally, the company has 9,200 people 
working in low-cost locations. Of this, 3,000 are in India. 

The most impressive global footprint, of course, belongs to 
market leader IBM. Earlier this year, IBM CEO Sam Palmisano 
detailed a massive business restructuring initiative that would 
involve cutting 10,000-14,000 services jobs, largely in Europe. 
Through this, it expects to save $500 million in the second half 
of this year alone. At the same time, Big Blue is expanding its 
offshore footprint dramatically and hiring big numbers 
around the world. 

In India, IBM has been among the most aggressive in 
terms of establishing its presence. It ramped up its headcount 
from 9,000 in December 2003 to 20,000 at the close of 2004. 
Part of this was on account of the Daksh acquisition. This year, 
it expects to hit 38,000 people. India is already IBM's second 
largest operation outside the US. 

After Daksh, IBM is now prowling for its next big Indian ac- 
quisition. Industry watchers say it is likely to make a large IT 
services play this time round. Meanwhile, Accenture will be 
hitting top B-school campuses in the country this year to aug- 
ment its entry-level workforce. So far, lateral hires have ac- 
counted for 80 per cent of its 15,000 Indian employees. 

EDS is said to be on the verge of acquiring a Tier II Indian IT 
services firm. Gupte refuses to confirm it, but says that acquisi- 
tions will be an important part of its growth strategy and the 
company is evaluating prospects. EDS also says that it would 
organically double its headcount to 5,000 by the year-end. 

So far, the $14-billion CSC, which has traditionally grown 
through acquisitions globally, has kept a low profile in the In- 
dian market. But the market expects a big move soon. "Acqui- 
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sitions by CSC are inevitable. They are lying low right now be- 
cause valuations are not favourable and they want some criti- 
cal mass organically,” says an investment banker in Mumbai. 


Noida, Hyderabad and Indore. 

The global biggies think that if they can get their offshore 
development act together, their superior client relationships 
with Tier I outsourcing firms will win the war. The ‘C Suite’ re- 
lationship has yet entered the Indian outsourcing lexicon yet. 
“The quality of relationships we enjoy with CEOs, CIOs and 
CFOs gives us a huge advantage. We may run across Indian 


firms where the client is looking to do some stuff around the | 


low-end, commoditised area. But by and large, because of the 
quality of our relationships and the scale and range of our 
work, we don't see them with the kind of frequency that every- 
body assumes," says Kris Wadia, associate partner, Accenture. 
And Accenture is betting on exactly this combination of 
client relationships and scale of operations to bag large trans- 
formational contracts. India will be a key part of this game- 
plan on two fronts — first, over 50 per cent of its offshore re- 
sources are located in India and this will grow. Second, India 


India employees as a share 
of global headcount 


Company _ Global India 


IBM Global 
Services 









Accenture 
EDS 1. 
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ese 
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Source: Analyst reports 


will be its factory for piloting new tools and methodologies as 
well as developing asset-based solutions for global clients. 

However, a diversified global footprint and superior client 
relationships may not be enough. As a recent Goldman Sachs 

report points out: “In the long run, the effectiveness of the off- 
shore model for MNCs is somewhat limited, as they are likely 
to be burdened by the legacy of their fixed cost expense struc- 
tures. Also, the recent trend to break up large deals into dis- 
crete pieces actually plays into the strengths of the pure-play 
(Indian firms) offshore vendors.” As the ABN Amro deal 
shows, this is clearly reflected in the market as well. TCS and 
Infosys together bagged the $400-million applications com- 
ponent of the deal. 

Add to that, the fact that the global players have to contend 
with a high cost structure since the majority of their resources 
are still onshore. IBM, for instance, has 260,000 employees in 
high-cost locations like the US and Europe. Less than 15 per 
cent of EDS’ workforce is in low-cost destinations, and it faces 
the prospect of losing big-ticket customers who now want to 
move a larger portion of their outsourced services offshore. So 
far, IBM has been restructuring its operations aggressively to 
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lower its cost base, and so has Accenture. But others like EDS 
are yet to make any significant moves in this respect. 


The company employs around 3,000 people at centres in _ The Indian Calculations 


Ask Infosys CEO Nandan Nilekani how he sizes up the compe- =~ 
tition, and pat comes the reply: “Our business model has won _ - 
the game.” He is confident that the global giants can never. E 
match the offshore delivery model patented by the Indian ma- 
jors properly. Infosys expects revenues to continue growing at 
an average of 30 per cent and is looking to hit the $2-billion 
revenue mark by March next year. Compare this with Accen- 
ture. Its net revenues grew by 11 percentto $4.08 bilion forthe — 
quarter ended May 2005, and EDS posted a modest profitat -. 
the end of the 2004 fiscal after losing $1.7 billion in 2003. f 
market expects most Tier I Indian IT firms to sustain gr 
rates at 30-35 per cent over the next two years based on Stror 
demand for offshore services. M 
According to a TPI June 2005 report, majority of the large: 
scale IT outsourcing deals announced in 2004 saw 40 per cent 
of the work going offshore. And as TPI's Pai points out, even: = 
first-generation outsourcing firms from the early 1990s now 
want to re-negotíate contracts and get a higher offshore com- — 
ponent. According to Nasscom, India's share of the global off- T 
shore pie is slated to grow from $17 billion in 2004 to $48 bil- a 
lion by 2008. The offshore slice of the total IT outsourcing pie 
is slated to grow from $40 billion in 2004 to $94 billion in 2008. 
Couple this with the fact that outsourcing firms are increas- —— 
ingly looking at multi-vendor strategies and Indian IT firms - - 
seem to have a winning combination on their hands. Says — 
Nilekani: "The MNCs have the business relationships, but 
their delivery has to be completely redesigned. That is a much 
bigger challenge because there you have to completely dis- 
place your people. When you move work from there to here, 
revenues go down. The whole process is very traumatic for 
them. For us it (building the front-end) is progress." i: 
But the Indian camp is not without its own peculiar con- —. 
straints. For starters, one of the biggest challenges Indian 
companies face is in the ‘sweet spot’ they enjoy —- application 
development and maintainence, a highly commoditised d 
business. This currently accounts for 50-60 per cent of the In- CE 
dian industry's revenues. But in the global context, ADM is not. 
more than 30 per cent of the total work. Tier! firms i 
Wipro and TCS are trying to change th j 
ADM by building domain expertiseinspe 
dustry verticals like healthcare, retaila 
three players started re-organising their 
cific industry verticals two years ago. That part of th 
which involved acquiring domain expertise in spec 
tries — retail for Infosys, telecom for Wipro and fir anci 
vices for TCS — is nearly in place. However, pk 
abad-based Satyam Computer and Delhi-ba 
to catch up. Satyam, for instance, has beenam 
in ramping up its workforce since the slo 
count remained stagnant at 10,000 people be: 
and March 2003. It has ramped up since then to 2° 
HCL has built up a strong BPO business — it is rios 
largest Indian BPO firm, but constant top line m a 
churn has slowed down its growth. Despite starti 
before peers like Infosys and Wipro, HCLs revenu 
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(Top) Abhay Gupte, EDS: “Acquisitions 
will be an important part of our growth 
strategy in India" 

(Right) N. Chandrasekaran, TCS: *The 
rules of the game have changed. Now 
everybody is invited to the (high) table" 


$800 million (approximately) at the close of fis- 
cal 2004-05. 

The second leg ofthe strategy of the Indian 
IT firms has been to move up the value chain 
into areas like consulting and remote infra- 
structure management. Unlike its peers, In- 
fosys stands out as the only Indian company to 
have invested in building a pure consulting 
















Finally, the biggest challenge that 
Indian companies face and will face 
even more this year is on the people 
front. This applies equally across levels 
— entry and middle and even within 
the senior management. With the 
MNCs planning to recruit from cam- 
puses this year, the Indian firms are 
bound to feel the heat at the entry level. 
But the crisis really is at the middle 
manager levels, where resources are 
usually built through lateral hires for a 
specific skill or domain expertise. An 
Accenture or IBM typically pays 25-30 
per cent more at the middle level than 
aTier I Indian IT firm, says a Bangalore- 
based recruitment consultant. Middle- 
level employees make up about 30-40 
per cent of the total salary cost struc- 
ture for IT companies. To add to their 
problems, Indian companies also have 
to contend with churn at the senior 
management levels. For instance, In- 
fosys recently lost its strategic global 
sourcing head Richard Baldyga. 
Wipros high-profile CEO Vivek Paul 
quit the firm last month to join private 
equity firm Texas Pacific Group. An- 
other Wipro top official, Richard Gar- 
nick, head of US sales, recently quit to 
join global outsourcing firm Keane 
Consulting. 


The Endgame 


So who holds the better cards in this 
game? Let's take each of the factors that 
will affect the answer, one by one. First, 


practice. It has invested $20 million in Infosys Consulting till | will the clients continue with their multi-vendor strategy, or 


date and will have 500 people by the end of the year. TCS is aim- 
ing for a similar strength by the same time and is looking at a 
combination of organic and inorganic growth. But there's still a 
long way to go. Despite being in consulting for long, only about 
3 per cent of TCS’ revenues come from it, whereas Infosys, 
which came much later, had Rs 21 crore revenues from con- 
sulting. Compare this with Accenture, which derives 60 per 
cent ofits revenues from consulting alone. 

Another big challenge that Indian firms face is their de- 
pendence on just 2-3 marquee customers. Market leader TCS, 
for instance, derives 13 per cent ofits revenues from GE, which 
is known to drive a hard bargain on billing rates. Further, be- 
cause of their relatively less mature range of service offerings, 
Indian firms are not able to mine their existing customers the 
way their global peers do. As a result, the success rate in scaling 
up existing accounts from $1 million-10 million to $50 million 
or more becomes limited. According to analyst reports, as on 
June 2005, Infosys had five accounts in the $50 million-plus 
category while Wipro had four. TCS is the only one in the pack 
which has three $100 million-plus accounts — GE, NHS anda 
third account in financial services which is not yet public. 





will they go back to the old days of dealing with a single vendor 
who will take on the complete job on a turnkey basis? 

The market expects the clients to stick to the multiple ven- 
dor strategy to get better efficiencies, at least for the next few 
years. But is that good news for the Indians and bad news for 
the global giants? Not really. It translates into mixed blessings 
for both sides. If the market focuses on best-of-breed solu- 
tions, the Indian majors will continue to get the commodi- 
tised application development jobs, while Accenture will pick 
up the plum consultancy jobs and EDS will continue hogging 
the integration jobs. And if offshoring is limited to only appli- 
cation development jobs, the global MNCs will, in the short 
run, have an overwhelming advantage over the Indian players 
while bidding for the high-end jobs. Unless jobs like remote 
infrastructure management, systems integration and mainte- 
nance, and technology R&D start moving to offshore destina- 
tions in big chunks, MNCs will still have an advantage over the 
Indian players. And even if these jobs do shift in big numbers 
to offshore destinations, the MNCs still have an advantage be- 
cause they have the skills in these areas, plus they have built 
up offshore delivery centres. 
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up their offshore delivery centres faster than the Indian ma- 
jors can build up their front ends? And the corollary to that fac- 
tor: will the Indian majors continue to have an overwhelming 
¿cost advantage because of the legacy factors? 


adding manpower at the rate of 8,000-15,000 a year. At least 


shore delivery manpower at the same rates. IBM added 12,000 
people last year in India, and expects to add another 16000- 
18,000 by the end of this year. One big-ticket acquisition could 
take that number even higher. Accenture's organic growth 
plansalone envisage adding 5,000 people each year. Inorganic 
growth could easily add an equal number of people. The bad 
news for Indian firms is that the arrival of the Accentures and 


ing firms like Cap Gemini and Bearing Point have also started 
making their presence felt. The competition hasn't even got 
into full gear yet, but the strain is beginning to show. 

. in terms of sheer numbers, therefore, IBM and Accenture 
can hope to throw in the same number of people for offshore 
ork that TCS and Infosys can. On the other hand, the Indian 
majors still have a long way to go before they can boast of front 
ids that compare anywhere near any of their global rivals. 
sys and TCS will have 500 consultants each this year, but 
that’s a far cry from Accenture's 2,000 global consultants. 

.On the cost front though, the Indians can hope to en joy 
eir advantage for some more time, though not quite at 
the same levels as today. The cost advantage stems from 
the fact that despite the big offshore centres that the MNCs 
have built up, they still have a huge number of high cost 
employees based in the US and Western Europe. IBM has 
- shown that it is ready to shed high cost jobs in large numbers, 





IBM and Accenture seem quite ready to increase their off- | 


IBMsisonly the beginning of the story. Tier-II global outsourc- | 
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but that will still never bring its cost structure 
down to the levels of the Indian players. Accen- 
ture cannot reduce its cost structure beyond a 
point because its mainstay is the consulting 
business, which still forms 60 per cent of its rev- 
enues, and which will need high cost resources 
based in high cost centres. | 

IBM's plans to cut 14,000 jobs in Europe is 
likely to be only the beginning of a massive work- 
force rationalising exercise, But the Indian play- 
ers are also facing some degree of cost pressure. 
For one, in their effort to move up the value 
chain, they have been forced to hire high-cost 
employees in developed countries. On the other 
hand, the top and second line of 500 consultants 
that Infosys plans to have this year will require in- 
vesting top dollar salaries at high-cost onshore locations. Two, 
because of the numbers that the global biggies are hiring in In- 
dia, the cost of employees in India is also going up. Still, on bal- 
ance, the cost advantage lies squarely with the Indian players at 
least for the foreseeable future. "x 

And then, the third factor: the individual differences in 
both sets. Neither the global Big Six nor the top tier Indian 
firms can be called homogeneous groups. Each player has his 
individual quirks, strengths and weaknesses that will come 
into play. Let's look at only the top three on each side for the 





, moment IBMistheonly playerinthe world that has the range 
| of services to bid fora full job. Accenture and EDS are far more 


i 
3 


narrow-focused. Accenture is primarily a consulting firm still 


| ~~and consulting is growing at a mere 1 per centa year. Unless 
«> This is where the calculations get really complex. As the | 
above table shows, the top three Indian companies have been | 


it can change itself radically or unless consultancy starts grow- 
ing faster once again, it has a big handicap. EDS is strong in 
large end-to-end systems integration projects but also weak 
on the application development and maintenance side. These 


| are precisely the factors why clients are shopping for the best 


of breed vendors today. 

On the Indian side too, only the top three seem ready to 
aim for the big deals. Of the Indian biggies, TCS has demon- 
strated its skills in handling really big orders. Infosys and 
Wipro have those capabilities too — but they still have a long 
way to go. Finally, even in the top three, only TCS has a full 
bouquet of services to offer. Infosys is still primarily an appli- 
cation development firm now building up a consultancy divi- 
sion, and also throwing in some BPO capabilities into the 
range. Wipro has a strong technology remote infrastructure 
management focus, but also glaring gaps like consultancy in 
its armoury. 

In balance, the MNCs seem to still hold some advantage 
over the Indian players in bidding for the really high-end jobs. 
And that can be seen starkly from the way the orders have 
been going so far in places where the players have come face 
to face. Asone analysts report points out, in the February 2004 
quarter, Accenture bid for 5,600 deals out of which 90 were 
fought with Indian co mpanies. Accenture won 80. Which 
probably explains why TCS' Chandrasekaran is offto the US to 
meet clients barely six days after landing the ABN deal. = 
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The great leap forward.. 


Our ED (Marketing) is not practising for the Beijing Olympic 
He just believes in Gas and S £ YON 2. 


Crude Oil Marketing. Our Executive Director (Marketing) ha 
taken a great leap forward. Last year GAIL had struck oil in Ahmedaba 
Exploration Block at Dholka along with GSPCL. So, along with Natur: 
Gas, Telecom Bandwidth, Polymers and LPG, he has achieve 
another milestone - Crude Oil Marketing. 


Andthefirsttankerof crude oil gets flagged offon6" September 2005. 
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LINE drawn across a map of | 


Mumbai by an anonymous 
town planner has changed 
Anil Mores life forever. The 


| 


35-year-old was born and | 
brought up in a suburban | 


slum. He lived there until the slum was 
demolished a few months ago to make 


way for one ofthe elevated roads being | 


built in Mumbai. A thousand families 
were shifted to a new housing develop- 


-rA ie D Phe 
oe TUM 
"8 


IY". 


ar 


ee o 


ment a short distance away. More and | 


his family now live in a compact 225- 


square-foot flat — a living room, a | 
kitchen and a bathroom. On 26 July, | 
when Mumbai was inundated after an | 
unprecedented rainfall, More thanked | 


his good luck. “There would have been 


chest-deep water in our old house in | 


the slum,” he said when we met him 
one afternoon in his third-floor flat. 
More is among thousands of slum 
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— elsewhere? 


Nearly 300,000 
slum dwellers 
displaced 

by road and 
rail projects 
will be moved 
into flats in 
Mumbai, Is 
this a model 
that can work 
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E. 
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dwellers who have been shifted to such 
houses in recent months because their 
old communities made way for one 
of the many road and rail works under 
the Mumbai Urban Transport Project 
(MUTP) and the Mumbai Urban Infra- 
structure Project (MUIP). An esti- 
mated 55,000 families will be dis- 
placed. They will be resettled in 
new apartment blocks. Many have 
already moved to their new housing 





colonies. Eventually, some three lakh 
people (or about 5 per cent of Mumbai's 


slum population) will move. This makes | 


it the biggest urban housing upgrada- 
tion project in the country and a poten- 
tial model for other cities to emulate. 
The mega-resettlement plan in 
Mumbai is the result of one of the more 
innovative public policy initiatives in 
India. More than half of the city’s popu- 
lation lives in slums. They have been 








forced to live in squalor not because 
of low incomes, but because of high 
land prices. More, for example, is edu- 
cated and works as a technician in a 
software firm. His son goes to one of 
the most respected Marathi schools in 
suburban Mumbai. Soumen Santara of 
the Slum Rehabilitation Society, which 
works with resettled families in Mum- 
bai, says that most of the families living 
in More' housing society have a televi- 
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HOUSING 


The Slum Rehabilitation Scheme 

of 1999 has already given some 
55,000 families, who earlier stayed 
in Mumbai’s slums, better houses 
and more hygienic conditions 


sion and refrigerator at home. 

That half the people living in the 
country’s richest city live in slums is a re- 
sult of decades of misguided policies. 
The fault lies not with them but with dis- 
torted land markets. In the socialist 
1970s, the national government took it 
upon itself to acquire urban land from 
the rich and redistribute it to the poor. 
The Society for the Promotion of Area 
Resource Centres (Sparc), in a paper 
submitted to the United Nations, calls 
this policy a failure. It failed to meet its 
objectives. The slums sprawled across 
Mumbai are a sorry testimony to this. 

In 1999, the state government run by 
the saffron alliance came up with a new 
approach that would use market incen- 
tives rather than squash them — the 
Slum Rehabilitation Scheme (SRS). It is 
based on tradable development rights. 
These act as an incentive for private de- 
velopers to build houses for slum dwel- 
lers. But how does this actually work? 

Every city has certain floor-space in- 
dex (FSI) norms. An FSI of one means 
that only a thousand square feet of living 
area can be built on a plot measuring a 
thousand square feet. The SRS policy al- 
lows a higher FSI in properties that are 
built on slums. So, more can be built on 
less. After the slum dwellers are re- 
housed in 225-square-foot flats, the de- 
veloper has three options: he can either 
sell the rest of the property commer- 
cially, transfer the extra FSI from the 
slum he has redeveloped to build else- 
where or sell his development rights in 
the open market. It's an attractive, mar- 
ket-based scheme. And builders have 
lapped it up. The 55,000 families dis- 


Residents of slums in low-lying areas (left) are better off today, having resettled in buildings. 
However, even the new houses have issues to be addressed such as fire safety and lighting 


placed by Mumbai's urban infrastruc- 
ture projects have resettled into free 
houses built by reputed builders who, in 
turn, make their money by using the ex- 
cess development rights commercially. 
The question is whether the reset- 
tled families have been given a fair deal. 
Mumbai's stratospheric land prices 
mean that each of them now has an 
asset worth several lakhs of rupees. Care 
has been taken to ensure that people 


are moved to buildings near their for- | 


mer communities. 

The state government has also tried 
to involve NGOs to ensure what one 
official calls "rehabilitation rather than 
mere resettlement”. For every hundred 
units built, three units have been kept 
aside for a housing society office, a 
womens welfare centre and a créche. 
The NGOs work with the families 
who have moved in, helping them 
adjust to their new surroundings. And 
the public authorities have deposited 
Rs 20,000 per family to help them fi- 
nance future repair and maintenance 
costs in the buildings. 

All this does not mean that the peo- 
ple who have moved do not have to bear 











any costs. They now have to pay munic- | 


ipal charges of Rs 300 a month. Though | 


most people have been moved to areas 
very close to their former dwellings, 
some businesses have been affected. 
The small repair shops and dhabas 
along highways that are being widened 


have lost their economic value, since | 
their ability to generate incomes de- | 


pendon theirlocation. Critics say that in 


some cases, entire personal and busi- | 


ness networks have been uprooted. 


When this writer visited a slum | 


called Baman Wadi, the residents there 
were preparing to move to their new 
houses. Gharbharan Yadav, a taxi driver, 


HOUSING 


says. Shetty works with a 
NGO called Collective 
Research Initiatives Trust 
(CRIT), which believes in 
a community-led ap- 
proach to slum rehabili- 
tation. The slum dwellers 
can raise the money and 
appoint builders on their 
own. They have already 
run a pilot project of 
community-based hou- 
sing at the Betwala 
Chawlin Mumbai. 

The problem with 
the current process, say 
critics, is that builders 
are only interested in de- 
veloping areas where 
land prices are high. 
But how can slum 
dwellers raise their own 
funds? Banks will shy 
away from lending to 
them until property 
rights are clear. This is a 
challenge that banks 
need to accept — to cre- 
ate innovative finance 
schemes for slum rede- 
velopment. The mortgage revolution 
needs to spread to the slums. 

Another genuine concern is the de- 
sign ofthe new housing colonies. To this 
writers untrained eye, the aesthetics are 


| grey and Stalinist. Shekhar Krishnan, 





| 


was heard quizzing the accompanying | 


MUTP officials about the quality of the 


lifts in the buildings. That's some indica- | 
tion of how much the residents expect | 


from the authorities. 

While the resettlement programme 
seems to be a success, some urban ac- 
tivists are critical of it. Prasad Shetty, an 
architect and urban manager, questions 


the need to put private builders at the | 
centre of the process. "The builder gets | 


so much importance because he con- 
trols funds and technical expertise," he 
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another urban expert who works with 
CRIT, disagrees. "It's worse that Stalin- 
ist," he says in an email. Shetty calls it a 
disgrace. "There is hardly a 10-feet gap 
between two buildings in some of the 
new developments. There is inadequate 
light inside the houses, and fire and 
safety regulations have not been met. 
Mumbai does not need such a low de- 
gree of housing at this time," he says. 
These are valid criticisms and inter- 
esting challenges. The role of private 
builders could be curtailed. Public 
investment in housing is also needed. 
Banks could fund slum dwellers. And 
the buildings need not resemble those 
on the outskirts of Moscow. Yet, few 
would doubt that the new incentive- 
based housing policy in Mumbai is a 
step forward from the thoughtless poli- 
cies of the socialist era. And the rest of 
the country can learn a thing or tw 


from it. [E 






Are they pioneers? Or teachers? 







The world’s space agencies explore the universe j 
with the help of HP technology and services— 

from network management to massive computing 
for trajectory planning. This lets the agencies 
focus less on IT issues and more on their real 
mission: to share the secrets of the stars with 
those of us back home. 
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— everything is possible 
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HE outsourcing opportunity in 
front of India’s low-cost medical 
diagnostics industry has for long 
been touted as a low-hanging 
fruit. But apart from a few pilot 
projects here or some collection centres 
there, this fragmented industry is yet to 
realise that opportunity. Now, with fresh 
consolidation at the top of the industry, 
the fruit seems within reach. 
Chennai-based Metropolis Labs has 
inked a partnership with a US-based 


Critical 
mass 


The diagnostics 
industry’s top league 
has regrouped from 
Six players to four 
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Harpal Singh, chairman, SRL 
Ranbaxy: "In 2004, we felt 
we could go out into the 
global market. ... Now, we 
have a 4-step plan for it" 














consortium to bid for outsourced patho- 
logy work from the National Health Ser- 
vices (NHS) of the UK. The consortium, 


which bagged $600 million of out- | 


sourced work last year, is aiming for 
$1 billion this year. Metropolis expects to 


execute a chunk of this work at its refer- | 
ral labs in Mumbai and Chennai. This | 


follows the company’s decision to set up 
satellite labs in Bahrain and Jumeira in 


the Middle East, and its tie-ups with the | 
governments of Sri Lanka and Seychelles | 


to extend its services to those countries. 
Mumbai-based SRL Ranbaxy isn't 


far behind. After running a few pilots for | 


NHS, it has tied up with a large UK- 


based private hospital to outsource | 


work to India. SRL sees this as the first of 


four steps in its international foray. Next | 


would come pitching for more NHS 
work (possibly in partnership with a 
UK-based company), setting up its own 
lab in the UK, and finally, branding its 
services internationally. 

True, the Rs 2,000-crore industry in 
India is going through major change. 


When Businessworld looked at the | 


pathology industry a year back ('Still In 
The Lab’, 12 July 2004 edition), there were 
six Clear leaders. Now there are four in 
that league. The top two - SRL Ranbaxy 
and Metropolis — have increased their 
lead over the rest, and Pathnet has been 
bought over by Metropolis. Of the rest, 
Dr Lal's Path Labs and Wellquest have ex- 
panded their reach. The sixth, Thyro- 
care, has moved off the top table. In the 
last one year, the number ofits collection 
centres has fallen from 545 to 312. 


GSK Velu, managing direc- 
tor, Metropolis Health Ser- 
vices: “The market is so big 
that we can grow at 40-50% 
without treading on toes” 
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There has been considerable churn 
within the groups, too. At SRL Ranbaxy, 
which is owned by Ranbaxy promoters 
Malvinder Mohan Singh and Shivinder 
Mohan Singh, managing director Vidur 
Kaushik and chief scientific officer 
Sumedha Sahni quit last year. A new 
team, headed by chairman Harpal 
Singh and MD Vinay Kaul, has taken 
over. They would have to grow the group 
from its present operations across its 
main referral lab in Mumbai, 550 collec- 
tion centres in 360 cities, and satellite 
labs at the Fortis hospitals in Mohali and 
Noida. The team plans to close the year 
with revenues of Rs 100 crore. 

No. 2 Metropolis, which is aiming to 
net Rs 64 crore, entered the Delhi mar- 
ket this year by buying out Pathnet, a 
company promoted by Dr. Reddy's Lab- 
oratories and Gribbles of Australia. The 
acquisition gives Metropolis access to 
Pathnet's 19 owned and 15 franchised 
collection centres, and a well-equipped, 
30,000-sq.-feet lab capable of handling 
4,000 tests a day. For radiology services, 
Metropolis has tied up with Delhi's Di- 
wan Chand Aggarwal group. 

The top two groups are also trying 
their hand at clinical trials. While SRL 
Ranbaxy has instituted the 80-bed Os- 
car Clinical Research Centre at the Sun- < 
flag Hospital in Faridabad, Metropolis 
has set up a site management organisa- 
tion to handle clinical trials at Sri Ra- 


, machandra Medical College in Chennai 


and MS Ramaiah Hospital in Bangalore. 
Even with this, the top two are look- 
ing at garnering some international 
business. The next two — Wellquest and 
Dr Lal's - are emerging as strong domes- 
tic players. Wellquest, a chain promoted 
by Nicholas Piramal, now has a new lab 
in Delhi, seven other labs, and 60 collec- 
tion centres. Dr Lal's, in which private 
equity firm WestBridge Capital has 
picked up a 26 per cent stake this year, 
has a central lab, 12 satellite labs and 110 
collection centres in and around Delhi. 
But beneath this picture of consoli- 

dation at the top, the industry remains 
utterly fragmented. Of the estimated 
40,000 path labs in the country, a mere 
40 are accredited by the National Ac- 
creditation Board for Testing and Cali- 
bration Laboratory. The expansion of 
the large, corporatised groups should 
improve both the market structure and 
the quality of service. Hn 
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Winning where 


Netscape failed 


HE release of Google Desktop 2 and 
Google Talk is some indication of 
Google's audacious intent: to take 
over the Windows Desktop Search 
from Microsoft, no less; to reduce 
Microsoft to simply a provider of the Windows 
Operating System, and to make the Windows 
user-experience irrelevant; to make Microsoft 
into merely a platform vendor in an industry 
where the commoditisation of the platform is 
becoming clearer than ever. 

That’s pretty ambitious but it has been at- 
tempted before, by Netscape. Back in the 1990s, 
Netscape contended that the future was about 
Web-based applications, and that the browser 
was the receptacle from where all applications 
would be run. The implied claim was that you 
wouldnt need Microsoft's Desktop anymore, 
simply the Windows (or any other) operating 
system which ran the Netscape Communicator 
suite of products. So, is Google the next 
Netscape? Its vision vis-à-vis Microsoft seems 
the same, but the strategies are way different. 

First, with its fall as spectacular as its rise, 
what did Netscape do wrong? One, the com- 
pany and its technology was way ahead of its 
time. There wasn't enough bandwidth to run 
the pure Web applications it envisaged. 

Two, Web-based applications aren't quite 
the future even today. We are now looking at a 
compromise between the two extremes of ap- 
plication deployment paradigms. The first 
wave was client-server technology, where na- 
tive client applications on user computers in- 
teracted with central servers. The problem was 
you needed an application re-write for multi- 
ple platforms, and deployment in terms of up- 
grades for the installed base was a pain. 

The second wave was the other extreme: 
Web-based applications where nothing (apart 
from cookies) was stored on the client's end. 
The entire application, right from the interface 
to the data, was generated on the server and 
rendered to the client. But organisations lacked 
the bandwidth for this kind of traffic. Addition- 











ally, existing Web-based interfaces couldn't 
match the richness offered by native client 
interfaces, and features like offline support 
could not be implemented. As is often the case, 
the solution is a compromise between the two 
approaches — the Managed Client. But that's 
another story. Returning to Netscape, it advo- 
cated the Web-based approach when the previ- 
ous wave, the client-server model, was just 
beginning to take hold. 

Three, Netscape made proprietary exten- 
sions to the then-nascent HTML standard, 
drawing Microsoft into a 'Netscape Internet' 
andan 'Internet Explorer Internet' schism. His- 
tory has shown time and again that a vendor 
aiming to break a standard in order to lock in its 
customers never succeeds. 

To be fair to Netscape, technology wasnt all 
that was wrong with it. Though I am examining 
only the tech aspect in this column, there were 
other factors too. For one, Microsoft threw enor- 
mous amounts of money in the battle against 
Netscape. In contrast, Google is far stronger fi- 
nancially; it is more business savvy than 
Netscape. While Netscape threw a challenge to 
Microsoft right at the outset, Google is being 
perceived as a competitor years after it carved a 
niche for itself as a search engine — an area that 
Microsoft began to compete in very late. 

So what's Google doing that's different? 
One, the technology is ripe, and Google isn't 
breaking standards. Far from it — it's projecting 
itself as the company that promotes wide(r) us- 
age of its products because they're based on 
open standards. Google Talk is a case in point. 

Before we get to why Google might win the 
battle that Netscape lost, let's delve into just 
how Google's taking over the Windows Desk- 
top. The idea is to offer the same functionality 
that the Windows Desktop and Microsoft's 
other products offer (or will offer) in Windows 
Vista and beyond. The difference is to offer 
them in a far more convenient form. 

While Version 1 was just an interesting, off- 
beat application, Google Desktop Search Ver- 
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ion n2 (GDS2)i is an in-your-face assertion of | 
‘oogle’s ambitions. It offers real-time, drop- 
own search, more file types, filtering by file 
ype, browsing by timeline and by relevance. 
his makes MS's SQL-based WinFS [a file stor- 
age subsystem] obsolete before a firm release 
date for it has even been decided! Why do you 
eeda special file system layer when the exist- 

1g setup works just fine, thank you very much? 
The first few results for any search term are 
entries present in the Windows Start Menu. 

or instance, on my ThinkPad, when I type in 


‘Word’ in the Google Desktop Search (GDS) | 


fy box, the first four results are links to the exe- 
cutables: Microsoft Word, WordPad, Microsoft 
Word Viewer, and Lotus WordPro. I could click 
_ on this to launch the application(s). Do you get 
= what I’m leading to? Yes, this feature of GDSv2 
: has made the Start Menu irrelevant! If] remem- 
. ber correctly, this feature is slated to be inclu- 
-. dedinthe Windows Vista Start Menu but, hey, it 
-. is already here! With a combination of GDSv2, 
the Quick Launch bar and the Standby/Hiber- 
nate keys on my IBM ThinkPad, I haven't 
needed to use the Start Menu for along time! 
The Sidebar is a total replacement of Win- 
_ dows Vistas sidebar, a full year before the latter 
. arrives. It has tabs for Gmail messages, News 
... Feeds, RSS feeds, photos, stock quotes and a 
handy scratch-pad. Why would anyone need 
. the Vista sidebar? It is unobtrusive, can be swit- 
- ched on/off with a single click, and the News 
. and RSS feeds adapt based on your browsing 
. patterns, making it dynamic and personal. 
7. Finally, Google has published the sidebar 
— APL, opening up the sidebar development to an 
- even wider community. Already, on the GDS 
site, you can see some interesting stuff for 
downloads. I have to admire the way in which 
. Google's captured the imagination ofthe devel- 
oper community (GmailFS, Guess-the-Google, 
and now stuff like this) without going via the 
e inse Open Source path. Every software 








| active developer community, and Google 
e early mover advantage in this race. 

mail and GoogleTalk compete head-on 
Jotmail and MSN Messenger. Gmail has 
ten MSN comprehensively with every fea- 
re possible. By all indications, GoogleTalk will 
also upstage MSN Messenger too. It has a sim- 
| ple, open, published standard based on Jabber, 
/. so that any Internet Messenger client that sup- 
. ports plugins will be able to use the Google Talk 
- network. No need for pointless reverse-engi- 
 neeríng and scrambling to decipher the latest 

















modification to a proprietary standard. 

Picasa, Hello and Blogger — here area set of 
acquisitions that work well together. Blogger, 
for one, has got such a large share of the blogos- 
phere that only Six Apart's LiveJournal can offer 
any real competition. MSN Spaces can give up 
right now. With integration with Hello and Pi- 
casa, its interface beats the pants off anything 
else l've tried. Again, theres a nice community 
that Google's built around Blogger. 

Google Search and Firefox: Integrated 
Google Search, Google Toolbar for Firefox (and 
IE, of course), poaching Ben Goodger and other 
Firefox tech-heads, better caching with Firefox, 
and we have Firefox as the Google Browser 
even without it being dubbed as such! 

5o Googles strategy, in the intermediate 
term, seems to be to develop applications and 


. Search by any or all of the 
criteria below. 


components to target specific areas of the Win- 
dows Desktop. But what's in it for the big G? 
Well, once the company gets enough users liv- 
ing the 'Google lifestyle, it can draw even more 


 usersto its revenue source — targeted advertis- 


ing. Today, Google's ads targets users based on 
their email content and search results. Imagine 
being ableto target the rich data that users have 
on their desktops — pictures, movies, music, 
PDFs, Word files, instant messaging conversa- 
tions, everything! I can imagine strategists and 
developers alike at Google licking their lips in. 
anticipation! It won't be long before we see 
Google succeed where Netscape failed! B 





Microsoft, Windows, Windows NT and the Win- 
dows logo are trademarks of. Microsoft Corpora- 


| tion in the US, other countries, or both. 
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In the real world, management is not marketing management. It 
is not financial management. Nor is it operations management, 
ot even human resource management. 

2 year, Full-time Program In the real world, managers must bring together and integrate 
^nmnec their knowledge and skills in all these areas, if they are to be 
£ Q O 6 - 0 g effective. 

Designed with inputs from successful managers, the MBA 
program at the ICFAI Business School embraces this reality. While 
IBS students are taught marketing, finance, and other subjects, 
the thrust of the program is on providing an integrated approach 
to management. 

IBS does this by providing a carefully designed curriculum, 
structured into foundation, basic, functional and capstone courses. 
By making possible extensive interaction between IBS students 
and industry leaders, through seminars, conferences and guest 
lectures. And by making case studies, simulations, real-life projects 
and group assignments an integral and significant part of the 








MBA curriculum. 
In recent b-school surveys, IBS bas been ranked among the 
business schools in India. More than 7200 IBS alumni are 
pursuing successful and cballenging careers at over 750 
organizations in India and abroad. 
ICFAI Business School 
movi: v. is J 
For more information and the IBSAT Bulletin (Rs. 200), please contact: 
Campus Programs Admissions Department (CPAD), [Ni ^ 
ICFAI, 45, Nagarjuna Hills, Panjagutta, Hyderabad 500 082 
Tel: 040-23435328-30, 45; Fax: 040-23435347/48, www.ibsindia.org 


E-mail: cpadhq @icfai.org 
IBS Admission Test: December 18, 2005 at 200 test centers all over India. 





ICFAI Case Studies are available at www.icmr.icfai.org, Asia’s largest electronic repository of management cases. 
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Awaaz presents Moneybhai Investor, India's most exciting, interactive investing game. 
Moneybhai Investor is a simulated stock market game that helps investors to play the stock 
market through the internet and mobile phones, with a sum of virtual money. 
Participants get to learn how to pick winning stocks, earn along the way and win grand prizes, 
like a Santro! The show will be tracked on Awaaz throughout the day 


and successful investors will also be featured on television, with acclaimed investment gurus. 


Prize Partners 








HEN the first set of Great Places to Work (GPTW) 

seminars were held last year, the feedback we got 

was that the sessions should be more interactive. 
With that in mind, this time the seminars — in Bangalore on 
24 August and Delhi on 26 August — were created around the 
Open Space concept. It allowed participants to break up into 
smaller subgroups and then deliberate on different topics. 

The topics discussed included: Proud to say I work ina 
Great Place to Work: How organisations generate pride in em- 
ployees, and Do leaders really get developed: Nature vs nurture. 
In all, 15 topics were discussed, and each was moderated by 
senior managers from the companies that were in India's ‘top 
25 GPTW list, published in BW, 6 December 2004. 

Atthe end, the top 25 firms were felicitated. The chief guest 
in Bangalore was V.K. Aatre, former scientific adviser to the 
Union defence minister; in Delhi, it was R.K. Pachauri, direc- 
tor general, Teri. 

Theevent was sponsored by Naukri.com and SAP Star TV 
was the television partner. 
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V. Natarajan (L), general manager, Businessworld, along with chief 
guest R.K. Pachauri (C), director general, Teri, giving away the award 
to Anuradha Purbey, director, human resources, and Lopa Mudra, 
both from Aviva Life Insurance Company India 
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V.K. Aatre, former scientific adviser to the Union 
defence minister, was the chief guest at GPTW, 
Bangalore 
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TRIBHUWAN SHARMA 





Sai Suresh (L), senior vice-president, Naukri.com, giving away 
the award to R. Vidyasagar (extreme right), director, human 
resources, Philips Software Centre 
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Soumya Banerjee (L), co-managing 
director & vice-president, and Binoo 
Wadhwa, general manager, corporate 
HR, both from Sapient Technologies, 
facilitating a session on Walking before 
talking: The key to credibility 
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Hitesh Oberoi, COO and director, Naukri.com, giving away the 
award to Mona Puri, assistant manager, HR, Eli Lilly 
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Anil Sachdev, founder and CEO, 
Grow Talent Company, address- 





! a naukri.com 
Competitor A 
= Competitor B 


' *on 30th Augusto 05 as as per @atexa 


GPTW 


Jacques Creeten, managing director, 
regional sales (Middle East, India and 
Africa), facilitating a session on Making 
rewards and recognition the epitome of 
fairness 
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Puneet Jetli (L), general manager (people function), and 
Krishna Kumar, CEO & president (IT services), both of Mind- 
tree, during a session on Proud to say I work in a Great Place 
to Work: How organisations generate pride in employees 
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Congratulations to all the winners of the Leadership Celebration Offer. 
The rewards of choosing the leader of — — hee last begun. 
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Canada Dept. of Science & Technology Confederation of Indian Industry 
Govt. of India 


11” recitiooy summit c Tecnovosy puatroam 2005 


21-22 September, Hotel Taj Palace, New Delhi 


ountry.in. the world to do business between 2004-2008 


Technology, R&D & Post Graduate Education & Partnership Opportunities @ TechSummit2005 with 
Canadian Organisations and 100 Canadian participants 


Canadian Government funding to the tune of C $20 million for financing Canada-India S&T collaboration 


Biotechnology, Health Research and Medical Devices 

Nanoscience and Nanotechnology — The New Revolution 

sustainable and Alternate Energy and Environment Technologies 

The Next Generation Information Technologies [= Infotainment = Wireless (including Rural Connectivity) | 
Earth Sciences and Disaster Management Technologies 

Role of Public-Private Partnership in promoting Innovation 
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... CASE STUDY 








When is a manager born? 
After B-school at 25? Or at 
five, in school? Who else Is 
responsible for building the 
management pool? 


MEERA SETH 





RPITA looked in horror at her 11-year old 
daughter, Tula, just as the phone rang. 
Freezing her glare on her daughter, Arpita, 
a lecturer in the local college, took the call. 
Itwas her husband calling from the subur- 
ban factory. “Wife, I am going to be horri- 
bly late. Some IR problem here, need to 
hold hands and resolve it. You guys do not wait up for me." 

Her plate of problems brimming over, Arpita resumed her 
glare at Tula. Young Angels, the school where Tula was a fifth 
grader, encouraged private enterprise among its students. 
Tula was a ‘special columnist’ for the middle school's newspa- 
per. Like most kids her age, she dragged her feet and on the 
due date she did not have her column on global warming 
ready. With great agility and complacence, she 'googled' her 
search and found six-odd articles. Already late for bed, she 
gave them a quick glance and found they had the key words 
she was supposed to cover. She then cut-pasted them onto her 
Word file and submitted it. 

This evening when Arpita read the article, she was amazed 
by the contents. On probing, Tula said nonchalantly that she 
had done a cut-paste from the Net. Not yet alarmed, Arpita 
said: “Fair enough, but then you must mention your source 
below." To which Tula said: “J searched them, didn't I?” 

Arpita agreed, but said: "Someone else did the research, 
wrote the article and put it there, Tula. Of course, he will never 
know that you have used it for your school paper. But doesnt it 
strike you as not a very nice thing to do, taking credit for some- 
one else's work?" 

Tula looked at her mother surprised: "But ma, everybody 





in my class does this. Our teacher never told us not to do that! 
And besides ma, this article on this site is not even signed, so 
who does it belong to?" 

This was when Arpita’s jaw had dropped. Quickly correct- 
ing her surprised look, she said: “When I was in college and did 
research from books, we were taught to quote the reference in 
parenthesis right next to our text; or do a bibliography where 
we cross referenced our research. Come, let me show you how 
this is done.” Tula ground her heels. “Ma, you know all this; my 
classmates don't. If I do stuff which they dont, I will look stupid 
in class and they will all make fun of me. Let me do as my 
teacher says, not as you say. How many people can I obey?" 

Arpita felt the return of the old anxiety. What am I doing, 
putting my child in the hands of people who are insensitive to 
ethics? Is this how I want her to grow up? 

It was past midnight when John Chacko, her husband, re- 
turned. He explained how the IR head at the factory had point- 
lessly got excited over a minor issue. "One ofthe staff girls had 
taken home 100 sheets of printing paper from the office," he 
said. "Virkar got to know and he wanted her chargesheeted, if 
you please." Taking in John's nonchalance, Arpita asked: "Is it 
OK for employees to take stuff from work?" John shrugged, 
"Look, these things happen. There are worse things that hap- 
pen in other companies." 

“John, it's about attitude, isn't it?” said Arpita. “You have 
had managers submit conveyance bills despite having taken a 





Illustration: ANTHONY LAWRENCE 


BUSINESSWORLD | l 26 SEPTEMBER 2005 


ee c 


we 


U iit from a friend... where does all this begin? Rather, when did 
all this begin? At 30? Or at six or ten years of age?" 

John looked at Arpita and knew a storm was building up. 
“Ooooh,” he said, "so something worse than IR has hit us, I see. 
Tell me!” Arpita groaned, "It's Tula. She is not learning ethical 
behaviour along with her school duties. At one level, the load 
of work is very high; and when she cannot cope or when she 
does not want to cope, she is happy compromising! Her 
attitude is: "The work has to be done somehow, ma!’ John, 
the school seems to be emphasising performance and 
not process! They have already taught her it is important 
to attain success, no matter the cost. But sadly, they have 
not taught her how to stay with the process and how to 
enjoy the process." 

John smiled wryly. This was so much like his workplace. 
"Probably that's where they learn how to get the act totally 
wrong, Arpita, and then they carry it into the workplace too!" 
he said. Arpita scowled and replied: "And then you send them 
for workshops on how to be right-brained. And do you know, I 
have heard a lot of people complain that we, college profes- 
sors, are incapable of exacting good work from students. A lot 
ofthe students we get are already washed out by the time they 
come to college. They hit the college syllabus with the same at- 
titude of learn by rote, but college is a completely different 
ball game. You have to be a self-starter, self-driven — but at 
school the only person they drive is the parent!" 

The issue over the article was just the tip of the iceberg. 
"The rot begins elsewhere John," Arpita said. "Tula is just not 
getting the attention she deserves in a class of 35 children. 
Worse, the teacher is giving seat work to the kids, you know, 
worksheets designed to keep children in their seats. Tie them 
down, keep them busy and out of your hair." 

"Kids her age can be so difficult,” said John. “With one we 
are going insane; now imagine 35 Tulas in a 15' x 15' room." 


HIS is exactly what bothers me," said Arpita. "What 

are our schools doing? I just got an email from my 

sister Rachna, and she writes: ‘Pratyush is having lots 

of trouble at school, and I'm clueless as to how to help 
him. I yell and shout and hug and encourage, but it all seems to 
no avail. Then he goes off to bed and I pray for some way that I 
can see out of this fog! The bullying has stopped, but he has lost 
all motivation to work. He doesn't hand in his work on time, is 
distracted in class and gets argumentative.’ 

“Now, this is the same child who helped me design my 
website, such attention to detail, such a way with technology 
and all of 14-years-old! But his teachers have told Rachna: ‘You 
better work on him; we have given up.’ And in the same 
breath, they go onto say: ‘All these 7th, 8th and 9th graders are 


` the same: no interest in anything, no drive, no concentration.’ 


Tell me John, are these the same teachers who teach the same 
age group year after year after year? It is baffling that the teach- 
ers who deal with multiple numbers each year still have not 
figured out how to make them tick. 

"And Pratyush, too, is a victim of seatwork! It is a ‘drill and 
kill' practice. It drills children and kills creativity and imagina- 
tion. It neither builds the drive nor the desire for knowledge 
seeking. In short, it does not make them wise. No doubt, I 
would like Tula to develop critical skills, but equally, I do not 


want her to simply regurgitate what she reads." 

John said: "Look, we should not interfere with the school's 
methods. Every year they produce a 100 per cent success rate 
at CBSE! Surely, they know what to deliver and how to deliver. 
As for learning by rote, didn't we learn just like that? And face it 
Arpita, the people who will employ her tomorrow are ulti- 
mately people who will look at marks, grades and technical 
skills. Unfortunate, but even the best companies despite pay- 
ing lip to ‘well-rounded personalities’ do take a quiet peek at 
scores and grades. It's finally about IQ, wife!” 

Arpita was now quite agitated. First, it was Rachna's email, 
now it was Johns justification. She said: “I think that reasoning 
is exactly what sustains obsolete teaching practices and does 
not renew methods with an eye on the future. At her age, we 
did not have a window to the rest of the world. We had neither 
television nor Internet. Today, the young world is burst- 
ing with information at the speed of thought. But 
nothing has changed apart from teachers get- 
ting more impatient and schools wanting 
to devote less time to individual devel- 
opment.... Schools are working more 
like assembly line production belts. 

"At a fundamental level, I am 
concerned aboutTula not having 
an ethical viewpoint on any- 
thing, i.e., she has no ability to 
think laterally. Her teachers 
have quickly gotten onto the 
Internet method of research, 
which is swank and hip, but a 
corollary respect for pub- 
lished work must go along 
with that. I could have told 
Tula what she was doing was 
tantamount to stealing, but it 
would have been very harsh and 
even unfair on her. The people who 
ask her to research and ‘buy’ off the 
Net are the ones who should have 
taught her that, isn't it? Plus, in the new 
globalised world, in this open trading of 
world news, children have to be taught to voice 
an informed point of view. Global issues, be it war 
or peace, genetically modified foods or conservation of 
forests... these are the things Tula has to form a viewpoint on. 
The trouble is we adults refuse to think or realise that, ulti- 
mately, we will be handing over the world to the young and 
they need to be developing educated opinions. The compa- 
nies and corporations we have are going to be run by these 
managers we build at school." 

John agreed and didn't agree. "I agree , but right now, teach 
her to obey her teachers. In our society, we place a lot of em- 
phasis on obedience. Forming a viewpoint has to be sub- 
servient to that, isn't it?" 

Arpita said: "Obedience has its place and context, John! In 
Indian society, obedience is one way by which we ensure that 
the community is served well — older people are respected 
and the cycle of looking after each other continues. But there 
is a way of teaching children to think for themselves and also 
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be responsible towards the community. Whereas, our school- 
ing system consciously bypasses ethical issues. Whatever 
happened to Moral Science? I think kids in schools are con- 
fused between the terms ‘listen’ and ‘obey’. As a result, they are 
not learning to absorb different points of view, and consider 
each before accepting or discarding it. I want Tula to learn to 
listen and accept or reject — but all the while keeping the win- 
dow of learning open." 

"And how would that work?" asked John, reminiscing 
about the similar events that played out in the workplace 
where he had to be a boss, friend and guide in turns. He said: 
"As a parent, I am torn. At times I need to be a friend to my 
child, but at other times I need to be a parent, a guardian or 
even a teacher." Arpita smiled and said: "There you are! I think 
the key is learningto figure out when to wear what hat. It is the 

same thing in teaching and learning. Kids need to learn 

when they should obey and when to strike out on 
their own. | 

: "That is how you awaken creativity. 

* That is what I want for my child — to be 

a | 














creative and to find learning fun. 
Right now, school is boring: trivi- 
alised by unit tests that measure 
recall or ability to speculate. It 
does not test assimilation or 
understanding! The whole 
appraisal system only evalu- 
ates what you did in today's 
exam. It is short-term, and 
does not measure your 
whole personality or your 
capability. Last week, I was at 
the school, and since they 
havea weekuntil the unit tests 
begin, I asked the math teacher 
if she was planning to revise the 
lessons before the exams. She 
said she would do it a day before the 
exam so that the points would stay 
fresh in their minds. This is what I mean! 
"Or, take history. The value of grooming 
kids in history is something that has not been 
appreciated at schools. We still do only Indian his- 
tory. What about world history, the Holocaust, the World 
Wars and the ethical issues behind these wars? Or even the 
very ‘necessary to have an opinion on’, war with Vietnam? 
Therefore, the whole issue of necessity of war! Even the deliv- 
ery of history lacks a creative approach. A teacher can ask her 
students to write a letter as if you were a student during the In- 
dus Valley civilisation. Actually, this might work even better if 
half the class wrote the letter from the point of view of an in- 
vader and the other half from the point of view of being in- 
vaded. Thinking about colonised perspectives can enable 
students to think in present-day context: are invasion and 
colonialism only about war, or are they also about pushing 
ideas onto other cultures? A sort of cultural colonialism." 
John thought about it, then said: “Wouldn't that be too 
much to expect of 11-year old 5th graders?" Arpita disagreed: 
“Students have an innate sense of what they consider ‘fair’ and 
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just.... It is possible to raise debates on different topics from 
different perspectives. Simply take the cut-paste article issue. 
She has to see every act from many perspectives, not just her 
own. Right now, she is quickly learning to ask what's in this for 
me’ without even considering the question of ‘what is another 
losing because of my insensitivity? Tula has to learn sensitiv- 
ity. Instead she looks at life like a fast food restaurant and 
wants instant gratification! At her age, her values must be 
questioned, challenged and debated so that she can form a 
correct perspective of the world. I am clear that I want Tula to 
develop critical thinking skills and find a school environment 
where her creativity can flourish." 


OT willing to sit quiet, Arpita called for a meeting 
of parents with the principal and Tulas teacher. 
Building up her case, she began with this monster 
called project work. We will now see how the 
exchanges went: 
Arpita: “This is not about me or just Tula. It's about our kids 
and the kind of fabric we are willing to weave for our country. 
I have a lovely daughter here who is very bright, but I'm afraid 
she is getting turned off from studies. One of the big pieces 
of work that almost every teacher assigns is 'project work. 
Projects can be fun, but the projects that the kids bring as 
homework are unwieldy and huge, like a study on all of North 
America or Egypt. 
Principal: Projects are designed to make learning fun and to 
encourage independent research from kids. 
Arpita: Research?, They don't have the knowledge yet to really 
do any research. They randomly look for information on the 
Internet and simply print out huge amounts of pictures to 
decorate their project journals! Where is the reading and un- 
derstanding taking place? She has no idea of what process to 
adopt, where to begin, what her objective is... And her typical 
response is to neglect and turn her back so the project ceases 
to exist. The delivery, then, is upto meto make sure she does it. 
Itseems like we are turning home into a school and we parents 
are standing in for the teachers and conducting discipline in- 
stead of facilitating creative learning time. 
Tula's teacher: Well, unless the kids learn discipline at home, 
it is difficult to manage them in school. And there are kids 
who are learning alot about the subject. Why, even I learn a lot 
in the process. 
Arpita: Well, that is another way of saying that the problem is 
really with just my child. I don't buy that. Even ifit is one child's 
problem, it is still the school and teacher's problem. I am a fee 
paying parent and I want to see my child get the education she 
deserves. She is critical to the country — is the country getting 
what I am paying for? Can she become a valuable resource? 
As for discipline, Tula is very good with helping out around 
the house, but now even that is disappearing because we are 
tense all the time about getting her to work on her school 
tasks. So the question is not about discipline in the house, but 
bringing the discipline of the school into the house. The work 
load is huge and causing work for the parents as well. Often, 
we are left to decipher what the teacher wants — it seems that 
the teachers are not clear with their expectations either. Often 
the briefis very nebulous. 
For example, last year she was asked to do a biography on 
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an eminent person. I think, at age 10, it would be nicer to be 
specific: historical figure, sportsperson, someone you admire 
or someone who has achieved a lot through self effort. There 
were some children who did their work on biographies of rock 


stars. Rock stars? What type of learning is taking place there, | 


and is it brought together and integrated in the class? When I 
asked Tula , she said we were asked to do anything we wanted 
to do. While that is nice, I think it is also important for the 
teacher to highlight and connect what is relevant from the 
child's standpoint to the larger goals of learning. What exactly 
is the purpose of asking a child to do a biography of a rock star? 
Teacher: They are learning to do research. And this way their 
interest in studying and writing and so on is also main- 
tained. In any case, they are always talking about rock stars. 
Arpita: To my mind, that is good reason to expose them to 
other biographies instead. And what about doing group work? 
You fathers who are present here, your organisations insist on 
team work, team playing, participation... would that be neces- 
sary if you were taught, at a school level, the merits of team 
play? Where do kids in schools learn to do things together and 
cooperate? That is a skill that is increasingly in demand in the 
world, and I find that the more we are moving towards com- 
petitiveness, the more we are becoming incapable of living to- 
gether in a community. This involves emotional intelligence 
(ED) — what are you doing about working on that? 

Principal (growing impatient): Mrs Chacko, we barely have 
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time to complete the syllabus, let alone teach EI. In any case, 
isnt EI supposed to be built at the family level? Schools can be 
ambitious, and I know many talk about lots of kinds of intelli- 
gence. But finally, a school is there for academic growth and 
IQ! I think that from this school the students go on to do very 
well. You see, we cannot really touch on these issues because it 
will take time away from exam portions. There is enormous 
pressure on teachers and students to do well in exams, and 
that drives the syllabus and the teaching in the class. 

Arpita: That is all very well, but perhaps you can explain why 
teachers end up punishing children by saying they will not 
teach when the kids are being naughty. 

Principal: Well, you said it yourself, it is to teach kids that they 
will lose alot unless they are disciplined and obedient. 
Arpita: | am alarmed, pardon me! If my child is naughty at 
home, would I say: ‘I will not feed you?’ My job as a parent con- 
sists of managing behaviour aberrations from time to time, yet 
I still must deliver as a parent. I cannot seek to correct by abdi- 
cating my parental duty. Neither is correction had by doing so, 
be it parent or teacher. Please, these students are being built 
for the future management of the country and its businesses. 
It is a huge responsibility, not a check list! There are situations 
which are experienced only in a school environment. And it 
demands specific emotional attention from teachers and care 


| givers. A teacher who exhibits EI in managing crises teaches 





students to evolve emotionally to manage crises. 


HE teacher's refusal to teach is not delivering the 
message she intended, apart from being ridiculous. 
It sounds a lot like the strikes at my husband's fac- 
tory! And I don't think we are talking of students in- 
dulging in vandalism or being violent or anything like that. We 
are talking about students being distracted, and that is some- 
thing school teachers should be able to take care of with the 
skills they are taught as teachers. Distraction is a function of 
the mind, and takes place among adults and children alike. At 
40, they send you to expensive workshops at the cost of share- 
holder money to teach team playing, focus and de-stressing. 
Shareholders like you and me! So, in effect, what we gain in 
the swing we lose in the roundabout. Today, you load the stu- 
dents with work that is alien to their skill base. They do get 
stressed, but they do not know that it is stress; its manifesta- 
tion is seen in distraction, destructive behaviour, denial, ne- 
glect and even depression!" 
Tula's teacher: There is very little time. We are battling against 
time to teach the kids and it is very difficult to teach everything 
that is required for the exams in the short amount of time al- 


| lotted for each topic. I think we have spent alot of time on this. 


We will look into this and get back to you." 

At this stage, a hugely annoyed Arpita stood up and told 
the principal: "You know what? We are turning our country 
into one that respects neither its young nor its old. We respect 
only our productive, revenue earning 20-55 year olds. The rest 
are a burden and not worth spending time or resources on. 


| That is why we don't care how we treat our children and our 





old. That is why nobody wants to review where our teaching 

system is flawed, or accept that it is flawed, for that matter. 
"We can live and die like that, no problem. But we have no 

business to pass on that same disease to our children!" a 
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India has been making news in the global markets. Be it in the area of outsourcing or frenetic 
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of the rich and famous. But is India managing to make a real impact in the global market place? 


This and other issues will be examined in our week long focus on India. CNN will take a closer 
look at India's place in the world and how India hopes to fuel it's growth. 
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A letter 








to Tula 


The author is director, Intrim Business 
Associates, a ‘strategy and fulfilment’ 
consulting firm. You can email him at 
rajan@intrim.net. 


S chief executive of an organi- 

sation, part of my job is to 

plan for the next 10 years. At 

that time, too, my business 
will be shaped by the quality of people 
I have. Tula is 11-years-old today and 
will come into the work force — be 
it corporate, government, NGOs or 
any other kind of organisation — in 
10 years. She is my future, so the 
issue of whether we are educating 
her correctly concerns me. 

I know I will get a huge choice of 
candidates who have all the relevant 
technical knowledge. Even I can teach 
specific technical knowledge re- 
quired for my work. But there are 
some things I cannot teach be- 
cause they take years of practice to 
learn. These are the needs of a 
winner. What I really need from a 
winner, regardless of his job is 
simple: I need people who can 
handle situations, and I hope our 
education system can ensure the 
same. Handling situations requires 
some core values and skills which 
should not be kept a secret from the key 
stakeholder, that is, Tula. Hence, here is 
an open letter to Tula. 





Of course, a copy ofthe letter goes to 
the teachers with a note to them on 
what they can do to help. Here goes: 

Dear Tula, 

You are going to spend the first 20- 
24 years of your life getting 'educa- 
ted. Education, my child, at its best 
is about looking at the debris of yes- 
terday, brought by the tides of today 
on the shores of tomorrow. Therefore, 
by its very nature, it is imperfect. Don't 
expect it to be the only gateway to your 
success in life. 

You are now at the centre of a con- 
flict between your school teachers and 
parents. Both want the same end result: 
your success in a tough world. Yet, both 
differ in their route to achieving success. 
Your school believes that by learning to 
cope with work pressure and coming 
out tops in exams, you will learn how 
to do the same in every field. Your 
mother is more concerned about the 
sustainability of your success, in the 
belief that success in exams is fleeting 
and not enduring. 

Can the parents and teachers re- 
solve the issue merely by developing 
better educational institutions? In my 
view, education is not about developing 
aschoolas an institution but about ‘you’ 
as an institution. Yes, you are an institu- 
tion, and a fine one at that (as your par- 
ents will no doubt testify). 

Since this issue is about you and 
your future, only you can resolve the 
conflict. You may ask how. Aren't you too 
young? That is wrong. You can resolve 
this by getting a very simple under- 
standing of what education is and what 
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you need to take from it. Once you un- 
derstand that and take from your edu- 
cation what you deserve, the fears and 
conflicts of your well-wishers will be 
taken care of. 

Your English teacher no doubt told 
you that to ‘educate’ is to ‘teach’, a verb. 
Actually, itis not so — educate is actually 
an acronym for E.D.U.C.A.T.E. Under- 
standing the meaning of these seven . 
simple letters can give you the means 
for handling any situation in life and, 
hence, make you capable of enduring 
success, whether you join business, gov- 
ernment, NGOs or simply decide to be- 
come a homemaker. Let us understand 
each letter in the acronym: 

E - Endeavour: An endeavour means to 
work out of choice. Success is about do- 
ing things by choice and not by compul- 
sion. That is not to say that some core 
work is not necessary, but I am talking 
about those who get ahead and win. 
They make smart choices about choos- 
ing extra work. Successful people 'just 
do it' and others choose to use their 
knowledge to justify not doing things. In 
other words, successful people seize op- 
portunities to work, thereby converting 
workinto an endeavour. Understanding 
the value of an endeavour is the first step 


| to education. 
_ D- Develop judgement: You cant make 


choices if you can't judge things. At 
every moment of your life you are 
judging: situations, people or choices. 
This means that the better your judge- 
ment, the better your chances of choos- 
ing the right endeavours for success. 
Judgement improves with practice, 
which needs time and an ability to make 
and learn from mistakes. Go out and 
make mistakes, but make sure you learn 
from them. 
U- Upgrade your knowledge: Knowl- 
edge is all around us: in books, in 
our everyday life, in sports, in so- 
cial meetings and even at parties. 
Upgrading knowledge is about 
being better than yourself, not 
about being better than others. It 
isacontinuous process every mo- 
ment of your life and doesn't stop 
after college. There are simple ways 
of upgrading knowledge. When you 
get your homework back, don't file it 


— revise it and learn from the feedback 


and mistakes. There was nothing wrong 
in your using the material from the Net, 


India is going globa 


ndia has been making news in the international arena. From global geo-politics to sports, from 
entertainment to economics, India has been on an aggressive path towards making a mark in all 
spheres of endeavour. But has she managed to make a real impact? Is India being taken 
eriously by the rest of the world? 


hese and other issues will be examined in our week long focus on India. CNN will take a closer 
look at India's place in the world and how India hopes to find her place in the sun. 


Nae From 1 8th to 25th September don't miss 
EYEoONINDIA  Eyeonlndia on CNN. 
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if in the process of cuiting and Basting, 


. you upgraded your knowledge: Do so 


boldly without fear. Successful people 
do not stand on the shoulders of others, 
but they do stand on the knowledge 
of others. Borrow, but acknowledge 
whom you borrowed from. Remember 
others will borrow from you and you 
will also want acknowledgment. 

C- Communicate your intentions: 
Most people will tell you that good 
communication is about sharing your 
thoughts with others. That is only partly 
true. Not all thoughts are to be shared: 
many of them are yours and intensely 
private. Respect others’ thoughts as you 
would like them to respect yours. Good 
communication is about sharing your 
intentions. You do not want others to 
surprise you with their intentions, do 
you? Dont give surprises which are not 
necessary, it is not fair to others. 

A- Accept failure, but embrace suc- 
cess: Failure happens. Big failures and 
small failures stare us in the face every 
other day. It is not failure that is wrong, 
but how you respond to it that makes 
a difference. All successes are built on 
a ladder of failures. Your teacher who 
taught you to correct bad spellings ten 
times, and then corrected the correc- 
tions, wasteaching you to accept failure 
and learn from it. 

Remember, no one ever tripped 
over mountains. It's the small pebbles 
that we trip over that teach us how to 
be stronger, wiser and resilient. The 
biggest gap in your teachers view of ed- 
ucation today is that failures (as in mis- 
takes) are seen as bad. What is bad is 
that they don't teach you how to handle 
failure in a way that leads to future suc- 
cess. Edison, when ridiculed about his 
999 attempted failures to invent a light 
bulb, said: "I havent failed at all, [have 
successfully found 999 ways it doesn't 
work.” Like Edison, accept failure but 
embrace success. 

T- Time balance: Your most scarce per- 
sonal resource is time — not money 
and not brains. Allocate some portion 
of your time everyday to different 
things, and dont forget to include idle- 
ness and sports. Idleness creates bliss 
and bliss renews the mind. Sports are 
about clean victories and defeats. In ei- 
ther victory or defeat, one has to renew 
oneself for the next match. In short, 
sports and idleness help one to renew 
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oneself constantly. 


E- Empathise: Empathy means putting 
yourself in others' shoes. We do not live 
and work alone. We work in teams. 
Teams cannot work unless people 
understand each other. Being a good 
team player is not about sympathy, but 
about understanding situations differ- 
ent from yours. It gives you perspec- 
tives and helps you create win-win situ- 
ations for yourself and others. 

Empathy is an infection. If you do it, 
you find others doing it to you. When 
you shared your first toy, you also found 


your friends sharing theirs with you. A 


good friendship is not about both | 
friends giving equal effort, but about 
both giving each other equal pmpatyr E 
And we all need good friends. "m 

Nowyouknowthatsustainablesuc- 
cess comes from handling si ituations. _ 
You are ready to be successful in any; di- 
rection you choose for yourself. 

All the best for the interview with my — 
company scheduled for 2015. 





Note To Tula's Teacher 
Tula is grateful to you for all the effort 
you put towards teaching her the 
subjects and the art of passing exams. 
She only needs to ensure that she 
gets help in small ways to be ready for 
sustainable success tomorrow. Here 
are some ideas which can help you to 
E.D.U.C.A.TE. her. 

When you give seatwork, let her be 


idle in her chair or let her choose her 


work, but please check that she has 
learnt from it. Please correct the correc- 
tions; this teaches her to upgrade and 
how to cope with failure. You could in- 
crease marks for extra corrections as 
well. Give the highest weight to moral 
science when teaching. Ensure that at 
least one social science paper is as- 
signed a year. Give more team projects. 


Teach students to acknowledge each ... 


others contribution. Give more essay 
work, as it teaches judgement, while 
multiple choices make the child believe 


that all choices are black and white... 
Give certificates for improvement in 
addition to performance. Itteachesthe 


child that improvement is valuable. 

All these things can be done without 
any extra effort. You just need to change 
the focus. The changes will make you 
the best teacher possible for building 
the Tulas of tomorrow. Bl 


he Path to Peace "> 


EYEovINDIA 


NN International's documentary "India and Pakistan: The Path to Peace’ talks to people 
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schools 


The author is assistant professor in the 
Department of Educational Policy and 
Community Studies at the University of 
Wisconsin-Milwaukee. 


HIS case reveals the severe limi- 

tations in India’s educational 

system and offers us the oppor- 

tunities to outline what we need 
to work towards: Arpita demands that 
schools nurture and awaken her child. 
Her words remind us that children are 
not merely tomorrow’s citizens or work- 
ers; they also have a today and that im- 
pacts who they will become. It is, there- 
fore, crucial that teachers and schools 
do not lull children into passivity. They 
should focus on building their ethical 
awareness and critical faculties. We are 
reminded that schools need to think 
about the needs of tomorrow’s indus- 
try and workplace while inducting 
youth into adulthood. 

We need schools that: foster 
emotional intelligence along with 
academic excellence; nurture the 
social and emotional well-being 
of the staff; engage students by 
giving them a voice in their school- 
ing; promote democratic practices; 
build learning communities 
through cooperation; move away 
from reward and punishment; work 
against mindless testing; emphasise 
group learning; and encourage a 








creative, holistic engagement with the 
subject matter. 

The school and teachers described 
in this piece illustrate all that is wrong 
with the system. We see teachers fight- 
ing time to ‘cover’ syllabi, teachers disci- 
plining children more than engaging 
them, teachers threatening and punish- 
ing children by not teaching. We see 
them controlling children instead of 
creating a relationship of trust and af- 
fection. We also see home and school at 
odds with each other. We see a demand 
that schools need to do more than 
merely teach academics — they need to 
teach emotional intelligence and ad- 
dress ethical issues in learning and life. 

Tulas decision to ‘cut and paste’ her 
project from the Internet is fraught with 
conflict and questions. Will Tula get a 
good grade for her work, or will her 
teacher engage Tula and the class ina 
discussion on ethics? Arpita and, espe- 
cially, Tula think that is not how the 
game of school is played. They are prob- 
ably right in thinking that teachers are 
busy in overcrowded classrooms, deal- 
ing with the pressures of examinations 
and college admissions. Should we ac- 
cept that schools know best and are 
right to eschew change? 

John subscribes to the ‘if it ain't 
broke, don't fix it’ idea, a saying that is 
now considered an old saw. The new 
saying goes ‘fix it, perfect it, and then go 
backand start again.’ In other words, the 
status quo is not desirable. We want to 











grow, change and improve upon what | 


we have even if past practice has proved 
successful. John’s ideas are fuelled by a 
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fear of the future that is shared by many 
parents who worry how their children 
will fare in college entrance exams — an 
issue that needs to be resolved at struc- 
tural levels by increasing the number of 
quality higher education institutions. 

John and Arpita agree that they 
would like to see their child grow up 
to be a well-rounded, independent 
thinker who knows how to live and co- 
operate with others. For schools to bring 
about children who are academically 
successful while being discerning in in- 
terpersonal relations, they need to focus 
on integrating emotional intelligence 
with the school curricula. As two very 
different educators, J. Krishnamurti and 
Paulo Freire remind us, the real purpose 
of education is to be aware of our own 
patterns and conditions and learn to go 
beyond them. 

A second objective is to develop an 
ethical backbone to live an ethical life. 
Recent research in neurology supports 
this movement, as results have shown: 
emotion and reason to be essentially in- 
separable. Emotional intelligence im- 
pacts adults’ abilities to create and sus- 
tain good relationships with colleagues, 
family and spouses. 

If we want to prevent crises in the 
adult workplace that are a direct result 
ofnotlearning how to manage pressure, 
stress and negative moods, we will need 
to pay attention to children and help 


| them perceive, understand and manage 
emotions successfully. 


Research suggests that the crucial 
context for learning is provided by the 
teacher-student relationship. Children 
do best when they are held to high stan- 
dards within caring relationships. 

The ways in which schools can pro- 
mote social and emotional learning 

would be: creating an atmosphere 
of trust in the school; making learn- 
ing fun; creating a space where 
students feel a sense of belonging 
at the school; partnering with 
parents to synchronise the de- 
mands of school and home; mak- 
ing learning relevant to the im- 
mediate lives of children; making 
schools friendlier spaces for chil- 
dren; and focusing on care as a 
central organising principle. 

In such a school, Tula will see the 
wonder and joy of learning and yet be 
challenged to growin different ways. NI 
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RASHMI BANSAL 


J Stheofficethe best place to practise 
$9 Buddha Satan? G. Kennedi cer- 
>) tainly thinks so. “If you want to at- 
tain enlightenment or seek nirvana, 
there is no need to go on an exile," 
he writes. "The ideal atmosphere is very 
much available in any company, where 





you will be subject to all sorts of situa- | 
tions — funny and nonsensical, that will | 


transform you into a stronger being." 
You might think Kennedi is just an- 
other office-goer flaunting his creativity 


online. But Kennedi is no Dilbert sneak- | 
ing in a blog entry or two from the office | 


computer during lunch hour. He is ac- 


tually writing his blog to make a living. | 


Kennedi is probably the only astrologer 





in India with a personal blog — one | 


which not only sells his Vedic astrology 
services, but also his thoughts on the le- 
galisation of prostitution, and on the re- 
cent Tamil film, Anniyan. 
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Most bloggers do 
so for love, not 
money. But for 
some, blogging is 
actually yielding 
serious revenues 


The quality of writing is not surpris- 
ing. Kennedi is actually an MA in mass 
communication & journalism, who 
started his career with Indian Express 


| Online Media as a channel manager. 
| But the stars foretold otherwise. He | 


shifted to Sify.com where he was asked 
to handle ‘astrology’. Says Kennedi: ^I set 
up the astro channel by getting together 
a panel of astrologers and selling differ- 
ent customised products like: Ask one 
question, Shani transit predictions, and 
yearly predictions." This was around the 
time of the dotcom bust and "the astro 
channel was, in fact, the only one actu- 
ally earning revenues". 


Soon, Kennedi got very interested in | 
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astrology and learnt it professionally 
under K. Gopalakrishnan. Astrology 
might have remained a hobby had it not 
been for a boss who had a problem with 
his blog. Kennedi, in fact, used Sify's 
newly-introduced blog interface to host 
his musings on everything from corpo- 
rate gyaan to tantrik sex — and the boss 
did not like what he read. "Your blog" or 
“your job" was the choice put before 
Kennedi last year. He chose the latter 
and metamorphosed into a full-time, 
home-based, Web-enabled expert: an 
‘astroblogi’! 

Based in Chennai, Kennedi now of- 
fers consultations on websites like Red- 
iff, Yahoo! India, MSN India and As- 
troyogi.com. However, much of the 
business now comes in through his blog 
(www.askenni.com). His most popular 
‘product’ is a 45-minute general consul- 
tation at a cost of Rs 500 and is provided 
through Yahoo! Messenger. Clients send 
money via demand draft (DD), Paypal 
or ICICI Bank ATMs, and fix an online 
appointment. He promises to add a ‘live 
webcam chat’ option soon. 

Says Kennedi: “To be honest, life is 
really great after quitting my 9-5 job.” He 
reads around five charts a day and he 
has a “ball of a time" after that — read- 
ing, writing, meditating and spending 
time with his wife and two young 
daughters. What's more, “I don't have to 
stand in the ATM queue on the first of 


Above: G. Kennedi, the Web-enabled 
astroblogi. (L) The Malpanis connect 
with their patients through their blog 
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every month!” he quips. 

Kennedi is using the 
medium of the blog to cut out 
the ‘middleman’. This way, he 
keeps 100 per cent of the fee, in- 
stead of the 30-50 per cent of- 
fered by referring portals. 
“Clients love to get in touch 
with me directly,” he adds. The 
intelligently informal tone of 
the blog also helps create a per- 
sonal rapport with clients, 
many of whom return to the 
‘friendly astrologer’ for repeat 
consultations or refer him to 
relatives and friends. 

It’s all about creating a per- 
sonal positioning platform — a 
task the blog helps accomplish 
with unusual ease. Infertility 
specialists Dr Anirudh and An- 
jali Malpani have discovered 
that trade secret as well. They 
already manage an excellent 
website (www.drmalpani.com) 
which includes “a free second 
opinion” and online access to 








Bollywood starts blogging 


AAMIR Khan has a blog and Bipasha Basu has 
started one too. Bollywood stars are climbing 
onto the blogwagon in a thinly-disguised 
attempt to promote their films. But don’t 
expect any great revelations, personal touches 
or even updates once the film is released. 


BLOGS 


Anouradha Bakshi found many 
well-wishers on the Net for her 
project with slum children 


the problems of over 400 slum 
children, most of whom attend 
regular school. Project Why has 
no institutional or government 
support, and hence, depends 
entirely on donations from indi- 
vidual well-wishers and sup- 
porters. Anouradha has found 
in the Internet a potent medium 
to harness these contributions. 
Project Why uses the Web to 
its advantage in several ways. 
For one, Anouradha sends out 
an appeal for funds through a 
fortnightly e-newsletter. She 
also maintains a presence on 
social networking site ryze.com 
where she asks visitors to con- 
sider contributing ‘one rupee a 
day’. There's also www.project 
why.org and a blog http://pro- 
ject why.blogspot.com. The 
blog is like a personal journal. 
Says Anouradha: “It is an out- 


their 400-page book on how to 
have a baby. Now, he has also 
started a blog, which aims to 
“help patients and doctors talk 


pouring of my own feelings. I 
blog whenever I get really angry, 
or feel the need to make a com- 
ment about India." The emo- 


Aamir's Mangal Pandey blog on MSN spaces 
has been defunct since 16 August. Bipasha's 
blog, http://bipashabasu.rediffblogs.com, is 
linked with the movie, Apharan, and is in a 


to each other" (http://doctor 
andpatient.blogspot.com). 
Anirudh is one of the few 
doctors who invests much of his 
timeand energy not networking 
with fellow doctors, but con- 
necting directly with patients 
through the website and blog. 
And theres no doubt this tech-savviness 
makes serious business sense. Unlike 
most gynaecologists, the Malpanis spe- 
cialise only in infertility and don't believe 
in getting patients through the tradi- 
tional method — which includes a kick- 
back to the doctor providing the referral. 
The Malpani strategy makes sense 
because the Internet is usually the first 
port ofcall fora couple seeking informa- 
tion on a problem as private and com- 
plex as infertility. Type ‘India + IVF doc- 
tor’ on google, and you'll find theirs is 
the first page thrown up. But more than 
the information, it is the access to the 
doctor and the personal reply that con- 


verts queries into patients willing to pay | 


for the service. "On an average, I get 15 
emails a day, mostly from couples based 





similar time warp. 
A single bland entry dated 20 August starts like 
this: “Hi! | am Bipasha Basu and | work in the 
biggest film industry in the world — 
Bollywood..." Still, there is one rather bold 
touch — Bips reveals she was born on 5 May 
1979. That's as candid as it gets for an actor! 





IVE" says Anirudh. "I always reply back 
within 24 hours." (Note: I checked out 
that claim — and got a reply within two!) 
"We have 40 per cent overseas clients, 
but at least two patients a day are directly 
through the Net," he says. 

IVF treatment is cheaper in India but 
the personalised attention they receive 
both before and during the treatment is 
what makes a trip from the UK, the US 


or Australia worthwhile for most cou-’ 


ples. The personal touch is also what 
Anouradha Bakshi sought to establish 
in her quest to raise money for 'Project 
Why’, an initiative to improve the lives of 
children from Delhi's Giri Nagar slums. 
What began in 2001 as a one- 
woman mission to address the capital's 
school dropout problem has turned into 


overseas and looking for informationon | an initiative with 35 teachers addressing 
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tion in the writing is what young 
NRIs have reacted to. "The blog 
has built a sense of community." 

This community rose to the 
occasion when an appeal was 
made to raise funds for Nutan, a 
young mother of four children 
in critical need of an open-heart 
surgery. In no time, over a lakh of rupees 
was collected. Anouradha also publishes 
her blog in French for the benefit of her 
friends and patrons. This fifty two-year- 
old has built her Web presence the hard 
way. “When the first bill for the Project 
Why website came to me, I literally fell 
off my chair. I ended up mastering html, 
so I could maintain the site myself." The 
blog was another alternative — cheap, 
direct and easy to update regularly. 

As they say, blogging can be reward- 
ingin more ways than one! If you have a 
service or a story to sell, set one up, and 
you might just gain from it. Si 


Rashmi Bansal is co-founder and editor of 
the popular youth magazine, JAM 
(www.jammag.com). She can be reached at 
rashmi@jammag.com. 
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office, F&B, Guest care/Customer advoca 
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K. Vaitheeswaran 
Chief operating officer 
Fabmall.com 


[read anything, although I love fic- 
 tionasitis a good stress reliever. I 
just finished reading John Grisham's 
THE BROKER and it was very enter- 
taining. I find most management and 
business books quite boring since 
they hardly offer any new insights. 
However, I just read THE 

FORTUNE AT THE BOTTOM OF 
THE PYRAMID by C.K. Prahalad 
and was impressed. 

The book argues that the fastest 
growing market in the world caters 
to poor people in developing econo- 
mies. Corporations can target them 
ina manner that creates both profit 
and wider social benefits. 

This idea sounds like an oxy- 
moron, but it is pathbreaking, and 
Prahalad convinces readers with ab- 
sorbing case studies on how this can 
be achieved. The special focus on In- 
dian companies is an added bonus.@ 


ALERT 
Perfect Soldiers 


Terry McDermott 
(HarperCollins) 





THIS book is being 
hailed as the most de- 
finitive work on the 19 
men who were the 9/11 
hijackers. It is full of 
new details that flesh 
out who they were, but 
fails to critically exam- 
ine the most important question: 
why? One doesn't expect a revela- 
tion, but McDermott should have 
given it a bit more thought. "n 
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AMIT WILSON 


account of 25 business leaders 
which includes interesting 
details from all their lives. 
However, it fails to develop a 
proper framework for under- 
standing what successful leadership 
is really about. 

Mukul Pandya and Robbie Shell 
stoutly believe that "leaders are made, 
not born", but they do little to flesh out 
their thesis. The focus is on facts, and 


not on analysis of leadership. Lasting | 


Leadership suffers from the two stan- 
dard problems that plague the 
mass of new manage- 
ment literature: a title 
longer than the book itself 
and more 'lessons' than 
can be counted on the fin- 
gers of a hand. 

The authors also lack a 
sense of irony. They rank 
Andy Grove as the most 
influential among the 25 
listed in the book. And yet, 


SELECTION 


New money, 
new problems 


SYMPTOM of America's popular 
Ao or perhaps simply its in- 

exhaustible supply of T-bills, is 
that 22 million US households have 
gained significant levels of wealth, in- 


come and discretionary spending over 
the past 30 years. This means that the 


| 

top 20 per cent of families have nearly MASS 
60 per cent of the nation's discretionary | AFFLUENCE 
spending power. While this trend has By Paul Nunes and 
certainly been to the detriment of the A 

i t | Brian Johnson 
low-income victims of Hurricane 
Katrina, it has also produced some new Harvard Business 
challenges for marketers. School Press 

The question is: how to do you en- Pages: 269; 
tice these well-off (but not yet ‘rich’) price: $24.95 
customers? For the authors of Mass Af- 
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| this is what they quote Grove as saying: 
| “I tried teaching leadership. It is such a 


HIS is a crisp biographical | 
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hokey bunch of psychobabble." This 
quote comes in the first 20 pages of 
a book that itself is trying to teach 
leadership. Why? The quote does not 
inspire confidence in the ability of the 
authors to contribute to our under- 
standing of leadership. 

The bookis great for anecdotal value 
but it does not add to the sum of human 
knowledge. The authors have come up 
with eight attributes of "lasting leader- 
ship" and then tried to force fit these 
attributes into the lives of these 25 peo- 
ple to buttress their argument 

Lets take the 





LASTING 
LEADERSHIP 


By Mukul Pandya & 
Robbie Shell 
Wharton School 
Publishing 

Pages: 266; 


price; Rs 499 


fluence (one a senior research analyst, 
the other a fellow at Wellesley), there 

is no middle class anymore, at least not 
in terms of profits. Inhabiting the mid- 
die market position is a death sen- 
tence, they warn. There simply must 

be a new path. 

Just as white is often declared to be 
the new black in fashion, so it goes in 
marketing. This new path is all about 
occupying the ‘new’ middle ground es- 
tablished by these rich households — 
better quality, better designed and 
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hip attribute of ‘using price to 
gain competitive advantage’. I would 
ive thought that this is a business 
“strategy. Perhaps not even that — per- 
~ haps this is just a tactic. But to elevate it 
to an attribute of leadership is more 
than one can stomach. 

The book tends to be rather blatant 
in its hero-worship; yet it's safe to say 
that one runs that risk with any bio- 
graphical account. But it is rather disap- 

-. -pointing to see absolutely no effort put 
towards presenting a balanced picture. 
For example, in the piece on Sam Wal- 
ton, the book praises Wal-Mart's efforts 
at providing its customers with the 
lowest possible price. | 

What the book does not mention — 
and this has become the subject of a 
raging debate — is the impact of this 
price focus on the fiscal health of the 
suppliers to Wal-Mart. Manufacturers 
that supply to Wal-Mart are almost rou- 
tinely driven out of business by aggres- 

. Sive Wal-Mart pricing. Critics are con- 

è cerned about whether Wal-Mart is good 

| forthe American economy, as it drives 

. outlocal competition, lowers wages and 






"more customised: goods that arenot 
priced into the stratosphere. Yet, micro- 
segmentation is awkward and ineffec- 
- tive, they say, and customisation isfar 
too costly. The solution? These new - 
products can and should be mass Po 
keted, but with a bit more tact and s so- 
phistication than in the past. ^. ~ 
. The book is well-researched and 
well-written, and has also certainly 
«been well-recieved. The Washington. - 
.. Post's review said: "It's hard to iteagine 
|. a business where these insights 
, Wouldn't be relevant." The market 
.. professionals seem to be sighing: ‘It’s 
-about time marketing got back to the 
. masses' (well, at least the richer ones), 
-personalisation was too much work.’ 
<: The book also has solutions for the 
- less-affluent: offer premium versions 
> and product upgrades. Companies like 
jodiva. chocolate found this out long 
go: people are always ready to splurge 
items if it doesn't break | 
- 




































i: TEETH by Nandini Bahri-Dhanda (Frog 
Books) serve as nostalgia pieces about 


. the slow and Sleepy valleys of Assam, 






MUKUL PANDYA is editor and director of 
Knowledge@ Wharton, a Web-based 
journal of research and business analy- 
sis published by the Wharton School. 
He has written for The Wail Street Jour- 
nal, New York Times and The Economist 


ROBBIE SHELL, the managing editor of 
Knowledge@Wharton, has worked for 
national news services and newspapers 
in the US. She has covered the White 
House and the US Supreme Court, and 
has taught journalism at the University 
of Virginia 


pushes jobs overseas to cheaper manu- 
facturing locations. 


Most of the profiles in this book are | 


of the well-known and extensively stud- 


ied: Bill Gates, Warren Buffett, Richard | 


Branson, Jack Welch, Lou Gerstner, 


Michael Dell and Jeff Bezos. In fact, the - 
authors have relied upon secondary | 
sources of information for ten of these _ 


leaders, two of whom have died. 


The good part of the book is the pro- | 
files of some of lesser-known heroes . 
of the business world. I was particul- | 
arly glad to find Muhammad Yunus of | 
Grameen Bank in this book. While | 


cte i éuftoral à cauldron of 
; what one gets is the: con- 


E 


stant e — running ali through, : 
and the stories. are more about mun- 
dane domestic probiems. 


At best, the stories of SAND IN MY 


army life. The author takes us through. 


———— P — B 


Kashmir and southern India. In between _ 


transfers, stopovers and transit, we hear | 
"ne tired, familiar stories of a life spento 
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(| you know that civilians are always late? 





he, too, has recently been receiving 
criticism for some of his work, his story 
is a case study of how free markets can 
achieve results that big government 
struggles with. 

Another bonus is Oprah Winfrey. 
While it is easy to dismissherasyetan- — 
other chat show host who made it. o 
big, her humble and sometimes abu 
sive beginnings make her PNE 
quite inspiring. A 

Peter Drucker, the outsider withe arm: 
inside view of business, is an important. 

| figure in this book, but once again there ~ 
| isa disappointment. His seminal con- 
tribution to the rigorous study of busi- 

| ness management is rarely highlighted. 
Business leadership, whether in —. 

| an entrepreneurial set-up orinaHes- —— 
tablished business like the Big Blue, ——— 
is the fortunate confluence of several — 
factors. The book quotes some ofthe — 
| leaders mentioning factors like per- - 
sistence and intuition. Some others. 

that come to mind are serendipity, 

luck and happenstance. The authors, 
unfortunately, don't give these factos 

much thought. z 
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But less fascinating than the 
“regimental song" lyrics are the. author $ 
choice of insults. She describes a. . 
village pehalwan as one 1 
burps that could be heard 
village". And she speaks of à mi 
aged man with “a voice as. groasyas: : 
the cold pakoras sold on the streets’. 
Pakoras aside, these descripitions are 
sure in bad taste! = 
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BL. “Ge 1998. According to the Honourable Bench, 
cno Bcoridition? isattached to thelaw nor any power of dele- 
tion has been given by Parliament by law to the execu- 
ives to delicence the industry". The law referred to is the 
industries (Development and Regulation) Act, 1951, 

which laid the foundations of licence-permit raj. The Act 
prohibited anyone from setting up a new industrial un- 
dertaking, producing a new product or carrying on busi- 


^ dustries to take a licence; the 
-Honourable High Court has 
aditto mean that the govern- 
ment did not have authority to 
permit industrial production 
without a licence. 
p It is always possible that the 
— ^. government does not know the 
_». law; but it seems rather incred- 
sible. that the government 
should have delicensed the 
igar industry without consid- 
ring whether it had the power 
lo so. Presumably it relied 
ction 29B(1), under 
which it has power to exempt 
e any industry from any provi- — 
sion of the Act. But that section — . 
mpm the diga to | 






















p; it a Happens xot noone put tor 


for aeu goh the ongoing eo: a 
jé legal act of the government. The 
rown to the government by the Allahabad 


High Court i is too serious tobe ignored. 


= ness without a licence from the Central government. It 
was intended to give the government power to force in- | 


ULING in a case filed by Monnet Sugar Lim- _ 
ited, the Allahabad High Court struck down | 
Press Note 12 delicensing the sugar industry | 
issued by the Central ministry of industry in 


The Allahabad High Court's 
verdict on delicensing of the 
sugar industry is dynamite; it 
could torpedo the reforms 





























eae that the oni igh Court has, but it JE st 





. | ment the law. 4 


socialism; all ofi it needs to be brought up to date. 





The government could go bend aad pma the Indus- 
tries (Development and Regulation) Act. It is high time 
that it was repealed. It should never have been enacted. 


Once it was on the statute book, it should have been re- 


pealed in 1991. But the government is chary of going to 
Parliament, often with goodi reason, especially when it has 
not the majority to pass any major legislation. That: wa 
certainly the case in 1991. The situation was desperate, a 
stickir ig-tapes solution was found, and since it worked, the 
government forgot to revisititata more propitious time. 
The government could still go to Parliament. But now 
it has allied itself with the Left which, if given a chance, 






. may declare its belated and untimely love for the Indus- 


tries Development an and | ion) Act. The government 






"emerge years later in the form - 
~ of an amendment that gives a 

. temporary solution but keeps 

| the Act more or less intact. 





| the government to to rdo would 
` be to appeal to the Supreme 
Court. There is a risk that the 
Supreme Court will confirm 
-the Allahabad High Court's de- 
. cision; a literal "ERE of e 









urt’ inter pretation iu! be cata- 
at pu DS Court will. 








na DRaa can live wiih. 
n oreseen. T he finance min- | 


of yore is the most powerful, 
he should take up the agenda he was 








man in the country, 


1 led to abandon ten years ago. All our economic legislation — 


dates back to the days of intrusive, paternalistic, stifling 
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Cottons by Century presents an ethnic collection of 10096 Cotton Kurtas to make every 
festive occasion more delightful. Every kurta embodies the essence of Indianness that 


perfectly blends with contemporary styling. Choose from an exquisite and extensive range 







of ethnic kurtas, available in different patterns and weaves. Celebrate life in ethnic style. 
Deadline 


Linking Road, 26465622 * VILE PARLE (E), M. G. Road, 26130832 * GOREGAON (E), The Hub, 


EXCLUSIVE BRAND OUTLETS: * MUMBAI: *WORLI, Century Bhavan 24378400 * BANDRA, 
93366 * PUNE: Laxmi Road, 56024645 * NASIK: College Road, 2314094 * NAGPUR: Sitabuldi, 


j 26865252 * BORIVILI (W), Opp, Ajanta Talkies, 28625050 * THANE (W) : Ram Maruti Road, 253 
2556448 * AHMEDABAD: Mardia Plaza, C. G. Road, 26403499 * INDORE: Sapna Sangeeta Cinema Road, 2460900/2461841.* DELHI : * CONNAUGHT PLACE, E/27, 23416068 * LAJPAT NAGAR, 


Central Market,51721178 * RAJOURI GARDEN, J-87, Private Shop No.1, 51446598, * SHAKTI NAGAR, Nangia Park, 23841416 * GURGAON : City Centre Mall, Mehrauli Gurgaon Road, 5068240 
* NOIDA: G - 50, Sector 18, 2591309 * FARIDABAD: Ansal Plaza, Sector 15-A, 5013114/5 * GHAZIABAD: 75, Ambedkar Road., 3945877 * Shipra Mall, Shop No : 10, Indirapuram , 2957637 
» AMRITSAR: Nehru Shopping Complex, Lawrence Road, 3099062 * JALANDHAR: 301-R, 301-R, Gabas Grand Mall , 5058671/2272867 * KANPUR : Tilak Nagar, 7/90-a, 2534186 
* BANGALORE : * COMMERCIAL STREET, 51238511,* JAYANAGAR, 4th Block, 26639971 * CHENNAI : Pondy Bazar, 28150323  *HYDERABAD : Punjagutta, 55757272 / 7171 
* SECUNDERABAD: M.G.Road, 55337171/7272 * ERNAKULAM : Woodlands Jn., M.g. Road, 2361352* BELGAUM: Hans Talkies Road, 5204961 * KOLKATA: 25/B, Camac Street, 30954639 

ALSO AVAILABLE AT: + KOLKATA: MIGNONETTE, 25, LINDSAY STREET. 22520818 + READYMADE CENTRE 25534564 * ERNAKULAM : * SEEMATT! - 2353216, * JAYALAKSHMI - 2366458 


e PARTHAS - 2374175 * GLOBERS - 2370903, UTSAV - 2371925 KOTTAYAM : SEEMATTI- 2563396 * PULIMOOTIL - 2563295 TRIVANDRUM : * PARTHAS - 2572535 * AYYAPPAS TEXTILES 


THRISSUR : * KALYAN SILKS- 3092418 TIRUVALLA : KARIKKINETH - 2733733 
TRADE ENQUIRES : Mr. Mahendra Padhy, CENTURY TEXTILES & INDUSTRIES LTD., E-mail: mahendra@centurytext.com, Cell: 09323568900, Tel : +91 - 22 - 24957000, Ext: 4023, Fax : +91- 


22-24305757 
OPENING SHORTLY : * THANE : Lake City Mall * AHEMEDABAD : C.G. Road * DELHI : Model Town * Shakti Nagar * Cross River Mall, Shahdra, * Shop-n-park, Shalimar Bagh 
* GHAZIABAD : Ansal Plaza * BANGALORE : Sigma Mall, Cunningham Road * HYDERABAD : Himayat Nagar * ExpoCity, Lower tank bund * CHENNAI: Spencer Plaza - Ill * 


JAIPUR : Crystal Plaza * CHANDIGARH : Sec-17 * KOLKATA : Lindsay street * ERNAKULAM : Broadway, oce 
FOR ONLINE PURCHASE OF PRODUCT LOGON TO: http://shopping.rediff.com/shop/subcategory.jsp?cgrfnbr- 26shopByBranc =Cottons By Century&frompg=Cottons By Century 
Plant a Tree * Protect your environment 














Website: www.cottonsbycentury.com 


x? 


ooncasWORLD. 26 SEPTEMBER 2005 DELHI-11529/03-05, U(C)-192/03-05 RNI NO. 39847/81, REGD NO. WG-VTECH ! 41-551 / MBI / 2003-05, TNPMGICCRyG84/03-05 & WPP-430/03-05, SSRMMOL RMS/WE/RNP-233-2004-06 & SSRMKOL RMSAWB/RNP-233/FGN-19/2004-06, ! 
JCENSED TO POST WITHOUT PREPAYMENT NOS. WPP NO. 208/MUMBAI PATRIKA CHANNEL SORTING OFFICE MUMBAI-400001 SSRM/KOL RMSWB/RNP-233/LPWP-17/2004-06 & SSRMMOL RMS/WBRNP-233/FGN-19/LPWP-FGN-06/2004-06. CPMG/WA/2008-05 WPP-29 LIVRNP/Businesswor 





LASER-QUALITY PRINTS @ Re.T. - 
WITH HIGH VOLUME PRINTING. 


THE NEW HP BUSINESS INKJET 1000 PRINTER... — X 
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The new HP Business Inkjet 1000 Printer gives you excellent laser-quality black text prints at just Re. 1 
per page’. With the printing cost of a black text document up to 15% lower than that of a mono laser 
printer. And with print speeds comparable to that of a laser printer, easy-to-use functions and optional 
network capability, its been designed to achieve high quality colour prints and high volume printing. 

It gives you the best of both worlds - cost-effective monochrome and impressive colour prints. What's more, 
you can exchange any old inkjet printer and save up to Rs. 1,000* *. So, why wait? Get the new 

HP Business Inkjet 1000 Printer today! 


spencerLAB 


COST-PER-PRINT TESTED 


www.spencerlab.com SMART ADVICE > SMART TECHNOLOGY > SMART SUPPORT 


HP BUSINESS INKJET 
1000 PRINTER 


" Call: 3030 4499 (from Mobile) or 
Rs. 7,999 1600 425 4999 (from MTNL/BSNL line) 


e Cost per page of Re.1' 
Upto 23/18 ppm (Black/Colour) Visit: .hp.com/in 
Upto 4800 optimized dpi colour www 
8MB RAM 
6,250 pages per month 
Full Speed USB 2.0 
HP PhotoREt lil colour technology 


E-mail: in.contact@hp.com 


Dial-a-cartridge: 3030 4499 or 1600 425 4999. "Est. street price, taxes extra. "Tests conducted by the independent research company, SpencerLab Digital Color Laboratory, showed the cost of ink when printing black text document with the 

high capacity individual ink cartridges, as used in the HP Business Inkjet 1000 printer, may be as much as 15% less than the cost of toner when printing with a black-and-white laser printer. For more information, go to www.spencerlab.com 

This study was commissioned by HP. **Conditions apply. For details visit www.hp.convin/promotions. © 2005 Hewlett-Packard Development Company, L.P. £c CET Y T 0s 
á E. 


